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Analysis of Clinton Administration Foreign Policy 
94CM0289A Beijing GUOJI WENTI YANJIU 
[INTERNATIONAL STUDIES] in Chinese 

No 52, 13 Apr 94 pp 1-6 


[Article by Jin Junhui (6855 0689 2547): “Initial Analysis of 
the Clinton Administration’s Foreign Policy Ideas”) 


[Text] The Clinton Administration’s foreign policy is 
characterized by five basic ideas: 


1) ensuring the U.S. economic security; 
2) starting to shift priorities to the Asia-Pacific region; 


3) popularizing worldwide the Western values, such as 
democracy and human rights, as one of the three pillars of 
the foreign policy; 


4) stemming the proliferation of weapons of mass destruction 
as a foremost task of the foreign policy, and 


5) promoting so-called multilateralism. 


In practice, the Clinton Administration's foreign policy has 
undergone several adjustments. At the start, it was a Tarnoff 
doctrine. Later, it was an enlargement strategy, and then six 
strategic priorities. 


The United States is still exploring how to define its position 
in the post-Cold War world. In such exploration, an inevitable 
question is how to adapt America’s foreign policy ideas to the 
reality of the contemporary multipolar and diverse world. 


In early 1993 when Clinton assumed the presidency, he was 
confronted with a grim situation both at home and abroad. 
The post-Cold War world was filled with complex, volatile, 
and uncertain factors. The Western economy remained in 
the doldrums on the whole. In the United States, there were 
innumerable economic and social problems. Quite common 
among the public was the introversive feeling that “we have 
only to sweep the snow at our doors and not bother about 
the frost on others’ roofs.” As regards the role to be played 
by the United States in the post-Cold War era, divergent 
views existed among various circles, and no consensus could 
be reached. 


Over the past year, Clinton has firmly taken the reinvigora- 
tion of the American economy as the central task. His 
foreign policy has shown the heritage of the past as well as 
something new created by himself. The heritage finds 
expression mainly in his upholding America’s leading role 
in the world, stressing the need to maintain a strong national 
defense despite the reduction of the armed forces and 
military spending, giving generous assistance to Russia, and 
promoting the peace process in the Middle East. 


The new part of Clinton’s foreign policy reflects both the 
salient features of the post-Cold War era and the character- 
istic tradition of the Democratic Party. The past year has 
seen a painstaking course traversed by the Clinton Admin- 
istration’s foreign policy, with achievements as well as faults 
and setbacks. Accordingly, the policy has been continuously 
adjusted in the course of practice. 
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I. Five Basic Ideas Characterizing the Clinton 
Administration’s Foreign Policy 


1. Ensuring U.S. economic security as a primary pillar of U.S. 
foreign policy. Clinton and his foreign-policy team have all 
along taken the reinvigoration of the U.S. economy and the 
promotion of world economic development as the central 
goal of the foreign policy. For instance, Clinton’s efforts at 
the July 1993 summit meeting of the G-7 nations in Tokyo 
brought about an industrial products market access agree- 
ment among the U.S. and European countries and Japan. 
Later, he made all-out efforts to win Congress approval for 
the North American Free Trade Agreement. In November. 
he officiated the APEC ministerial conference and held 
informal meetings with leaders of the APEC members in 
Seattle. And, finally, he managed to conclude successfully 
the seven-year-old Uruguay Round of GATT talks before 
the 15 December 1993 deadline. As U.S. Secretary of State 
Warren Christopher said, Clinton’s above-mentioned activ- 
ities plus his plan to cut the U.S. deficit by $500 billion 
within five years constitute the “integral elements of the 
most ambitious international economic agenda that any 
President has undertaken in almost half a century.” 


In foreign trade, the Clinton Administration stresses a ‘fair 
trade” principle in opening overseas markets to boost U.S. 
exports and increase employment at home. It has taken a 
firm stand in trade talks and, on many occasions, even 
resorted to unilateral sanctions, which have led to serious 
confrontation with its allies, including European countries 
and Japan. In addition, the Clinton Administration has 
adopted an export-oriented national strategy of “less aid to 
foreign countries and more trade development,” “linking 
aid to foreign countries with trade promotion,” and “relax- 
ing restrictions on exports of certain high-tech products.” As 
a result, more world markets were opened to American 
products in 1993 than at any time in the last two 
generations.’ 


2. An apparent shift of foreign policy priorities to the Asia- 
Pacific region. In recent years, the trade volume between the 
United States and the Asia-Pacific region has accounted for 
40 percent of America’s total foreign trade and exceeded its 
trade with Western Europe by 50 percent. East Asia con- 
tains the most dynamic economies in the world. Histori- 
cally, the United States fought in three wars in Asia during 
the last 50 years, while more and more Asian immigrants 
have served to “enrich America’s cultural and economic 
mosaic.”’* For this reason, Christopher said: “No area of the 
world will be more important for American interests than 
the Asia-Pacific region.” “It is thus crucial to the President’s 
domestic agenda.”* Winston Lord, Assistant Secretary of 
State for East Asian and Pacific Affairs, also made the 
remark that “the Clinton Administration has elevated 
Asia’s importance and, in short, Asia is now more important 
than ever.” This is why Clinton’s first overseas trip was to 
Asia and he proposed the establishment of a “New Pacific 
Community.” Christopher made three visits to Asia within 
one year, and on his visit to ASEAN countries, he clearly 
expressed the intention to get positively involved in the 
multilateral Asian security dialogue following the ASEAN 
ministerial meeting. Taking the opportunity of the APEC 
conference in Seattle, the United States sponsored informal 
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meetings with the leaders of the countries concerned. The 
meetings deepened the U.S. cooperative relations with the 
Asian-Pacific countries and promoted the APEC’s develop- 
ment. In addition, the Clinton Administration has main- 
tained the U.S. troops in the Asia-Pacific region at the same 
100,000-strong level as in Europe. It is with such a back- 
ground that the Clinton Administration has “recognized 
China’s obvious importance in bilateral, regional, and 
global partnership.”® In September 1993, Clinton himself 
made a decision to proceed with “all-round contacts,” raise 
the level of dialogues, and develop extensive exchanges with 
China. In November, a U.S.-China summit took place in 
Seattle, the first such official meeting since 1989. This 
meeting helped improve the relations between the two 
countries. 


3. Promotion of Western democracy and human rights world- 
wide raised to the height of one of the three pillars of U.S. 
foreign policy. There are several reasons for this: First, 
stressing the promotion of democracy and human rights is a 
historical tradition of the Democratic Party. Second, the 
United States regards its victory in the Cold War as a 
triumph of its ideology and values. As Clinton once said, 
“our greatest strength is the power of our ideas.”’ Third, 
after the Cold War, the United States has no arch enemy 
and needs to uphold an ideological banner as a major 
instrument to maintain its rallying force at home and 
abroad. For these reasons, the Clinton Administration has 
put forth an “enlargement strategy” to enlarge worldwide 
“the community of market democracies” as a U.S. global 
strategy to replace the “containment strategy” of the Cold 
War era. To carry out its democracy and human rights 
policy, the Clinton Administration has applied pressure 
through bilateral and multilateral channels, by means of 
ideological infiltration through cultural exchanges, and by 
using assistance and most-favored-nation treatment to for- 
eign countries and the State Department’s annual human 
rights reports. It has even set up so-called “free” radio 
stations of one kind or another to conduct subversive 
agitation and propaganda in an effort to unscrupulously 
intervene in others’ internal affairs. 


4. Proliferation of weapons of mass destruction and their 
vehicle missiles viewed as a practical and primary threat to 
U.S. national security; prevention of arms proliferation put to 
the fore in the U.S. foreign policy and regarded as “one of the 
most urgent priorities of the U.S. national commitments.”® 
This involves two principal tasks: One is to make every 
effort to remove the threats from the massive nuclear 
weapons kept by Russia, Ukraine, Belarus, and Kazakhstan. 
The other is to prevent nuclear, biological, and chemical 
weapons and missiles from proliferating to those Third 
World countries that the United States believes are the most 
dangerous. To this end, the United States has used both the 
carrot and the stick. It has either used the tactics of 
improving bilateral relations and providing aid or resorted 
to sanctions as a threat and punishment. The Clinton 
Administration is trying to consolidate the system of non- 
proliferation of nuclear weapons, conclude a treaty of com- 
prehensive ban to all nuclear testing, and establish a sound 
“missile technology control mechanism” by 1996. In the 
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eyes of the Clinton Administration, “the most urgent arms- 
control issue in the 1990's is to fight the long-term threat 
caused by arms proliferation.”® 


5. The United Nations and other international organizations 
are utilized to promote so-called multilateralism. The pur- 
pose of multilateralism advanced by the United States is to 
achieve its foreign policy goals while dividing the burden 
among nations to remedy its own financial and material 
deficiencies. Also, if action must be taken, the United States 
will be “in a legal position” to do so, and it will be easy to 
win support from the American public. In June 1993, 
Madelenine Albright, chief of the U.S. Mission to the 
United Nations, further stressed that multilateral engage- 
ment must be led by the United States and become an 
“assertive multilateralism”; otherwise, it cannot serve 
America’s goals well and may even damage major U.S. 
interests.'° In this regard, the Clinton Administration par- 
ticularly underscores the important role of the United 
Nations and, in actual fact, regards it as “a major means of 
the U.S. foreign policy.”'' Because of this, Christopher 
visited the UN Headquarters in New York and called on 
Secretary General Boutros Ghali shortly after he took office. 
It was also for this reason that the U.S. Mission to the 
United Nations has been extremely active. In particular. the 
Clinton Administration attaches importance to the UN 
peace-keeping function in dealing with regional conflicts. If 
necessary, Christopher said, the United States will act alone, 
but if at all possible, it will deal with problems in a 
multilateral way and prefer to act together with others.'? 
This is precisely the policy the United States pursues in 
dealing with the issues of Bosnia-Herzegovina, Somalia, and 
Haiti. Under the U.S. powerful impetus, the UN peace- 
keeping operation has expanded from five missions, less 
than 10,000 troops and military observers, and a $233 
million expenditure in 1987 to 13 missions, 75,000 troops, 
and an expenditure as high as $3 billion in 1993, resulting in 
a hard-to-bear burden on the United Nations. 


Three Adjustments in the Clinton Administration's 
Diploma 
(1) Appearance of the “Tarnoff Doctrine” 


The first major test faced by the Clinton Administration 
with respect to foreign policy was how to deal with the 
armed clashes among the three factions in Bosnia- 
Herzegovina. At the beginning, Clinton took a firm stand 
and directed the spearhead of pressure at the Serbs in 
Bosnia-Herzegovina and the Serbia Republic. In addition to 
stepping up economic sanctions, establishing an interna- 
tional court to prosecute “ethnic cleai:>‘ng” criminals, set- 
ting up no-fly zones, and air dropping relief supplies, he 
made two proposals: lifting the arms embargo on the 
Muslim force and launching air strikes on Serb positions. 
But, due to the opposition within the U.S. Government, 
especially from the military, plus the strong objection by its 
NATO allies such as Britain and France, the Clinton 
Administration later took a retreat policy and shelved these 
two proposals. The U.S. hesitation and vacillation on the 
Bosnia-Herzegovina issue induced doubt and perplexity at 
home and abroad. On May 1993, U.S. Under Secretary of 
State for Political Affairs Peter Tarnoff made a candid 
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statement to the press. He stated unequivocally that the 
Clinton Administration’s stand and action on the Bosnia- 
Herzegovina issue were by no means an expedient move, 
but manifested a new basic policy: Limited by its financial 
and material resources, the United States must now concen- 
trate its efforts primarily on developing the economy. It can 
no longer assume a leading role everywhere as in the Cold 
War era. Instead, the U.S. involvement in regional conflicts 
must be commensurate with the threat to its interests. With 
regard to the Bosnia-Herzegovina issue, which is primarily a 
European question, the United States has no intention of 
acting unilaterally; it is necessary to take concerted action 
with the European allies playing a main role. This is the 
“Tarnoff Doctrine” foreign policy later so-called by the U.S. 
press. Originally, the “Tarnoff Doctrine” represented a 
selective-engagement and proper-retreat policy that the 
Clinton Administration tried to implement to cope with the 
new post-Cold War situation. Yet, because of its improper 
presentation and the inopportune time (when Clinton had 
some failings in domestic affairs), this kind of statement just 
helped intensify the image of weakness of Clinton’s leader- 
ship, added to the growth of isolationism at home, and 
produced a harmful effect on America’s “leading position” 
in the world. Under such circumstances, it was immediately 
denied by the authorities. 


(2) Presentation of the “enlargement strategy” 


Since then, the Clinton Administration has not only stressed 
in words that “the United States must play a leading role in 
the world; this is the core of Clintonism,”'? but taken 
deliberate actions to show America’s strong image and 
active engagement in international affairs. Chief among 
them are: At the Tokyo summit of the G-7 nations, the 
United States displayed a leading role in reducing deficits, 
promoting the Uruguay Round negotiations, and devel- 
oping the world economy. It promoted and organized the 
Western action to aid Russia. It launched a sudden raid on 
the Intelligence Building in Iraq’s capital to show its deter- 
mination and ability to act unilaterally. It decided to send 
300 troops to Macedonia to prevent the spread of the 
conflicts in Bosnia-Herzegovina and promised to send as 
large a peace-keeping force as 25,000 men to the area after 
the factions involved have reached a peace agreement that 
they are willing to abide by. In Somalia, it expanded the role 
of the UN peace-keeping force and the U.S. troops, saying 
that their mission is not only to provide humanitarian relief 
but also to build a local police force and restore the 
country’s order. With regard to banning arms proliferation, 
it took a strong stance and imposed blockades and sanctions 
against other countries. In the Middle East, its active 
mediation eased the problems aggravated by the incident of 
Lebanese violence and sustained the peace talks. And Chris- 
topher personally led a U.S. delegation to the UN human 
rights conference and launched an offensive against some 
Third World countries on the issue of human rights. 


These U.S. actions have scored some achievements. The 
most remarkable one was the signing on 13 September 1993 
in Washington of a Declaration of Peace Principles between 
Palestine and Israel for self-government of the Gaza Strip 
and the Jericho area. On the other hand, setbacks were 
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encountered and prices paid. The most prominent was that 
bloody clashes continued in Bosnia-Herzegovina, and, for 
this, the United States and its European allies criticized 
each other scathingly. In Somalia, armed clashes intensified 
between the UN peace-keeping force and the United Somali 
Congress, leading to casualties of the peace-keeping troops, 
American servicemen included. This immediately triggered 
a strong voice at home, demanding the withdrawal of 
American troops from that country. 


With this background, Secretary of State Warren Christo- 
pher, Assistant to the President for National Security 
Anthony Lake, Chief of the U.S. Mission to the United 
Nations Madelene Albright, and President Clinton, one 
after another, made four attention-drawing speeches in late 
September 1993. Two notable ideas were set forth. One was 
the “enlargement strategy” expounded by Lake. It consists 
of four points: 1) consolidating cooperation and unity 
among those democracies that have instituted the market 
system as a core force in carrying out this strategy: 2) 
actively supporting nascent forces that are building market- 
based democracies—i.e., Russia, central and East European 
countries, and other CIS states; 3) isolating diplomatically, 
economically, militarily, and technologically those states 
hostile to the market and democratic systems and 
prompting those non-democratic countries that have 
adopted the market mechanism to advance toward democ- 
racy; and 4) providing humanitarian aid to developing 
countries suffering bitterly from natural disasters or man- 
made calamities and prompting them to develop markets 
and democracy. '‘ 


The other idea was prominently reflected in the following 
passage in Clinton’s address to the United Nations General 
Assembly: “The United Nations simply cannot become 
engaged in every one of the world’s conflicts. If the Amer- 
ican people are to say ‘yes’ to UN peacekeeping, the United 
Nations must know when to say ‘no.””'° From now on, he 
said, the United States will ask some rigorous questions 
before deciding on whether to take part in a peace-keeping 
operation. Examples of the questions are how much threat is 
posed to peace, whether the peace-keeping mission has a 
clear objective, whether an end point can be identified for 
the mission, and how much the mission will cost. In people’s 
eyes, this is a retreat from the original U.S. miltilateralist 
stand of vigorously advocating the reliance on UN peace- 
keeping operations to deal with issues of regional conflicts. 


The above-mentioned “enlargement strategy” and the selec- 
tive peace-keeping operations reflect the confusion and 
self-contradiction of the U.S. foreign policy ideas. On the 
one hand, it has a great ambitious goal. On the other hand, 
it feels that it has limited methods and is incapable in 
practice. As a commentary published in a U.S. newspaper 
puts it well, “the Clinton Administration's difficulty lies in 
how to preserve America’s traditional leadership while 
minimizing its international commitments so as to concen- 
trate its efforts on domestic affairs.”'® 


Shortly after Clinton’s above address, the U.S. and UN 
peace-keeping operation suffered a serious setback in 
Somalia. In a combat on 3 October, 18 U.S. soldiers were 
killed, and another several dozens were wounded. The U.S. 
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military personnel sent to Haiti to restore the democratic 
order were rebuffed and forced to come back before landing. 
At that time. U.S. public opinion vied to criticize the 
government. Representative Frank McCloskey of the House 
Foreign Affairs Committee wrote an article openly asking 
Christopher to resign. Meanwhile, the acute difference 
between the United States and its European allies in the 
Uruguay Round negotiations threw their relations to an 
all-time low. And the U.S. relations with some Third World 


countries also kept deteriorating. 
(3) “Six strategic priorities” put forth by Christopher 


Under these circumstances, the U.S. Government once 
again reviewed and reexamined its foreign policy. On 4 
November when testifying before the Senate Foreign Rela- 
tions Committee. Christopher delivered another important 
speech, setting forth “six strategic priorities” for the U.S. 
foreign policy and the “realistic principles” for dealing with 
regional conflicts. The contents and order of the six strategic 
priorities are as follows: |) ensuring U.S. economic security; 
2) supporting the political and economic reforms in Russia 
and other CIS members; 3) revitalizing NATO to meet the 
challenges faced by Europe under the new circumstances; 4) 
enhancing ties and cooperation with the Asia-Pacific 
region—this includes the “U.S. efforts to work out a com- 
prehensive relationship with China that permits resolution 
of differences in a broad, strategic context”; 5) advancing on 
the basis of the breakthroughs made in the Arab-Israel peace 
process and trying to bring about an overall and lasting 
peace in the Middle East; and 6) promoting the nuclear 
nonproliferation principle worldwide and solving other 


global questions. 


In dealing with regional conflicts such as those in Haiti, 
Somalia. and Bosnia-Herzegovina, the U.S. general guide- 
line is: The U.S. role and the extent of its involvement will 
need to be informed by a strict assessment of its own 
interests and the interests of others. It must examine every 
case—asking rigorous questions and giving measured 
answers—to find the course commensurate with U.S. inter- 
ests. “The United States will not attempt to force a settle- 
ment on Bosnia militarily. No imposed settlement would 
endure,” Christopher pointed out unequivocally.'’ It seems 
that his testimony reflects a relatively pragmatic attitude 
now taken by the Clinton Administration. In action, this 
attitude is essentially reflected in two ways: One, the Clinton 
Administration is more able to face up its mistakes and has 
made a more appropriate policy adjustment. Two, it pays 
attention to using dialogues and consultations to reduce 


naked suppressive action. 


The Clinton Administration Still Exploring How To 
Define U.S. Position in the World 


In a February 1993 article entitled “Clinton and the 
World.” Dr. Henry Kissinger said that Clinton’s task is to 
find a role for the United States to play in a world that it can 
neither dominate nor simply withdraw from.'* Generally 
speaking, the Clinton Administration’s diplomatic practice 
over the past year seemed to “zigzag” on the road to explore 
how to do this. The “Tarnoff Doctrine” at the inception was 
a not-so-successful attempt to “retreat” and “shrink.” The 
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subsequent “enlargement strategy” was aimed at reestab- 
lishing the U.S. dominance in the world as a general guiding 
principle for the American foreign policy. Yet the ruthless 
reality gave a lesson to this principle. As Charles Maynes, 
chief editor of the U.S. quarterly FOREIGN POLICY, 
commented in an article, “the United States must recognize 
the ruthless reality that even a superpower will become 
exhausted in trying to act as a world police.’ Under the 
current U.S. situation marked by a strained financial budget 
and a shrinking military force, the adoption of the “enlarge- 
ment strategy” “seems to be marching toward shouldering 
unlimited new responsibilities rather than limiting the U.S. 
commitments.”'? So the “six strategic priorities” and the 
realistic principle for dealing with regional conflicts were 
put forward in an attempt to resume America’s relatively 
pragmatic status in the world. Of course, regardless of the 
adjustments, the above-mentioned five major foreign policy 
ideas remain in the Clinton Administration's foreign policy. 
At this time, it appears that the United States is still in the 
process of exploring how to define its position in the 
post-Cold War world. 


Nonetheless, it should be noted that an inevitable question 
in this exploration is how to adapt the U.S. foreign policy 
ideas to the multipolarization trend and diversification 
reality in the contemporary world. An obstacle to such 
adaption is the traditional U.S. concept that its foreign 
policy should serve the American values. As I see it, while 
United States is fully entitled to believe in and publicize its 
values, it has no right at all to impose its values on others. 
Nor does it have any right to press other countries and 
interfere in their internal affairs in various ways in an 
attempt to create a global order and peace under the rule of 
the United States. This is the key reason for the sharpening 
contradictions between the United States and many Third 
World countries. It is also a main cause leading to unrest in 
the world. There is no exaggeration if we attribute such 
contradictions and unrest to the hegemonism and power 
politics contained in the U.S. foreign policy. 


Footnotes 


1. Christopher’s testimony before the Senate Foreign 
Relations Committee, 4 Nov. 1993. 


2. Clinton’s state of the union address, 25 Jan. 1994. 


3. Lord’s testimony before the East Asian and Pacific 
Affairs Subcommittee of the Senate Foreign Relations 
Committee, 31 Mar. 1993. 


4. Same as |. 


5. Lord’s speech at the joint session of the Foreign News 
Club [hai wai xin wen ju le bu 3189 1120 2450 51130215 
2867 6752] and Asian Association [ya zhou xie hui 0068 
3166 0588 2585] in New York, 18 Jan. 1994. 


. Same as 5. 
. Clinton’s inaugural address, 20 Jan. 1993. 
. Clinton’s address to UNGA, 27 Sep. 1993. 


. Christopher’s written address to journalists in Brussels, 
8 Jun. 1993. 


oon DN 








JPRS-CAR-94-37 
17 June 1994 


10. Albright’s testimony to a subcommittee of the Senate 


12. 


13. 


14. 


Foreign Relations Committee, 9 Jun. 1993. 


Christopher’s testimony before the Senate Foreign 
Relations Committee, 13 Jan. 1993. 


Christopher’s speech at the Chicago Council on Foreign 
Relations [dui wai guan xi wei yuan hui 1417 1120 7070 
4762 1201 0765 2585], 22 Mar. 1993. 


Christopher’s interview with the anchorman of 
the MacMeil-Lehner News Hours in Washington, 
1 Jun. 1993. 


Lake’s speech at the School of Advanced International 
Studies, Johns Hopkins University, 21 Sep. 1993. 


INTERNATIONAL 


15. 
16. 





Same as 8. 


Tom Freedman’s [tang fu li de man 3282 1715 6849 
1795 2581] news analysis: ‘Split’ in Clinton's Foreign 
Policy,”’ U.S. INTERNATIONAL HERALD 
TRIBUNE, 2-3 Oct. 1993. 


. Same as I. 
. Kissinger’s article, published in (U.S.) NEWSWEEK, 


1 Feb. 1993. 


. Charles Maynes’ article: “Advancing Toward Building 


a Sphere of Influence Plus Following International 


Principles,” U.S. INTERNATIONAL HERALD 
TRIBUNE, 23 Dec. 1993. 











6 POLITICAL 


Party School Professor Looks at Post-Deng Era 


94CM0267.1 Hong Kong CHIU-SHIH NIEN-TAI [THE 
NINETIES; in Chinese No 290, 1 Mar 94 pp 49-57 


[Article by Ti Kuang-lu (3695 0342 6424): “CPC Central 
Committee Party School Professor Zhang Wen (7022 2429) 
Analyzes Mainland Social Contradictions and Forecasts 
Political Situation After Deng—Employs Large Amount of 
Data To Enumerate Various Social Contradictions Existing 
in the Mainland Today; Analyzes CPC High-Level Factions 
and Newly Emerging Local and Social Forces. Explains in 
Detail the Three Great Change Factors That Will Decide the 
Future Political Situation, and the Eight Different Outlooks 
Stemming From Different Combinations of Streneth: and 
Weakness of the Three Change Factors’’] 


[Text] The author of this article is an assistant professor at 
the CPC Central Committee Party School who uses a pen 
name for reasons that may be inferred. This article makes a 
rather brief, complete, and factual exposition of the social 
and political situation on the China mainland. The models 
for forecasting the post-Deng political situation are also 
scientific and fresh. They provide a rare analysis from within 
the CPC for the discussion of the post-Deng political situation 
that follows 


When people speculate about whether the Chinese political 
situation will become chaotic once Deng Xiaoping passes 
away, I first define “chaotic” as social and political disorder 
resulting from the intensification and eruption of various 
social and political contradictions when cohesiveness is lost. 


Three Great Change Factors That Will Determine the 
Future Political Situation 


It is apparent from this definition that there are three main 
variables that will determine whether the political situation 
in China becomes chaotic once Deng Xiaoping passes away. 
The first is the socio-political contradictions (the kind and 
the intensity) that accumulate while Deng is still alive; the 
second is the degree of cohesiveness and the possibilities for 
cohesiveness within the party when Deng passes away; and 
the third is economic factors. The correlation among these 
three variables is as follows: 1) The correlation between 
socio-political contradictions and institutional cohesiveness 
is: the higher the degree of cohesiveness within the system, 
the more easily social and political contradictions outside 
the system can be surmounted. Conversely, the lower the 
degree of cohesiveness within the system, the less easily 
social and political contradictions outside the system can be 
surmounted. 2) The correlation between the economic situ- 
ation and institutional cohesiveness is as follows: the better 
the economic situation, the more easily cohesiveness can be 
achieved. Conversely, the worse the economic situation, the 
more difficult the achievement of cohesiveness. 3) The 
correlation between the economic situation and social con- 
tradictions is as follows: the better the economic situation, 
the fewer the contradictions, meaning that even though 
contradictions may exist, they will not easily intensify. 
Conversely, the more readily contradictions may arise and 
be difficult to surmount. 


This article analyzes the three variables that will determine 
the Chinese political situation after Deng passes away, and 
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it arranges them to form eight models that show eight 
possible scenarios that may unfold. 


Vermin Who Become Wealthy Overnight Intensify 
Social Contradictions 


1. Socio-political contradictions 


The first important variable determining China’s political 
future is the social and political contradictions that have 
piled up by the time Deng passes away. So-called social 
contradictions means the contradictions between unorga- 
nized social forces, such as contradictions between peasants 
and urbanites, and contradictions between working people 
and corrupt officials or profiteering parvenu merchants. 
These contradictions usually stem from unfair distribution 
or other inequities or injustices. They are rooted in the 
distribution crisis, which is one of the five kinds of political 
crises that a society in transition must go through according 
to the American Comparative Government Committee 
(The five are administrative crisis, participation crisis, 
legitimacy crisis, identity crisis, and distribution crisis). By 
so-called political contradictions is meant contradictions 
among organized political forces (or semi-organized polit- 
ical forces such as social movements). Contradictions 
among organized political forces include contradictions 
between civil rights forces and the CPC, as well as contra- 
dictions between ethnic separatist forces and the govern- 
ment. The former example is a manifestation of the partic- 
ipation crisis; the latter is a manifestation of the identity 
crisis. 

Since 1984, the contradictions between ordinary and wage 
and salary workers and corrupt officials and profiteering 
parvenu merchants have become more and more serious. If 
one acknowledges that prior to 1989 corrupt officials gob- 
bled up the property belonging to the whole people through 
graft, bribe taking, diversion of public funds for private use, 
and taking trips at public expense, then the situation during 
the past several years has reached open looting proportions. 
The contract operating system, development of the joint 
stock system, and the formation of enterprise partnerships 
and mergers all provide corrupt officials opportunities to 
embezzle state-owned assets. Some of them misappropriate 
state-owned and collectively owned assets by colluding with 
accounting offices, auditing agencies, and notary organiza- 
tions to arrange false evaluations, false audits, and false 
notarizations. Some misappropriate, illegally divert. or 
swindle state or collectively owned property in the name of 
contracting. Others insert themselves as middlemen in com- 
mercial and trade activities to get a share of profits that 
should go to state-owned or collective enterprises. Still 
others abuse their official position to make a profit, gaining 
equity rights without paying for them in the course of share 
system reform, share listing, and share trading. Some enter 
into collusion all around, arrange under-the-counter deals, 
practice bribery and get kickbacks for facilitating loans, 
helping get licenses, assisting with court cases, assisting 
press operation, assisting household registration, and 
helping handle title deeds. Some resort to falsification of 
exports to cheat on tax rebates. Some abuse their authority 
to set up private companies abroad, or engage in off- 
the-books operations inside China, falsely using the name of 
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a unit operating abroad or a foreign firm to make illegal 
profits... The methods are unusual and varied. 


A November 1993 Central Television Broadcasting Station 
news report said that 200 billion yuan worth of state-owned 
assets had been lost somehow. Some experts estimate that 
the amount should have been no less than 300 billion. 
Where did these assets go? The fact is they flowed through 
the hands of corrupt officials into their own, or their 
children’s and relative’s, pockets. These tremendous assets 
make them China's new bourgeoisie in fact as well as in 
name. While these vermin are getting rich overnight, or 
carousing around, betting huge sums on the roll of the dice. 
being social butterflies, or throwing stock markets and 
exchange markets into turmoil, how many peasants can get 
only an IOU for the grain and cotton they sell the state! How 
many children cannot attend school because they are unable 
to afford 300 yuan for books! And how many intellectuals, 
working masses, retired and separated cadres and workers 
who have just a few hundred yuan in wages or pension 
bemoan the steady rise in prices. 


The dissatisfaction of the masses toward corrupt officials 
and rich merchants and tycoons is bound to translate into 
dissatisfaction with the CPC and the government because, 
in a certain sense, this state of affairs might be said to be 
directly or indirectly attributable to certain CPC distribu- 
tion policies or government's feeble withholding capabili- 
ties. What is more, when the rural price index exceeds the 
city price index for the first time, the peasants will want to 
go after the government about the various kinds of taxes, 
assessments and fines levied in the name of the law. No 
wonder that during a visit to a certain county in Hunan 
Province, when Jiang Zemin asked a peasant what he 
needed most, the reply he received was, “What I need most 
is Chen Sheng and Wu Guang.” 


Once social contradictions intensify, they generate a large 
scale popular reaction that is bound to create a revolu- 
tionary situation. Whether this revolution is benign (con- 
structive) or malignant (purely destructive) depends on 
whether at the time the revolution occurs a political orga- 
nization can be formed that is sensible and that is guided by 
reform and modernization. 


The CPC Has Itself Created a Huge Opposition Faction 


The conflict between the civil rights movement and the CPC 
has gone on for 15 years since 1979. If one says that the CPC 
has been unable to bring corrupt officials to heel, it has also 
never been soft on the civil rights movement, not to men- 
tion that since thousands of resisters have been cruelly 
butchered or jailed since 4 June 1989. Who knows how 
many civil rights movement personnel were jailed in 1989 
alone? 


Since Wei Jingsheng was sentenced to 15 years in prison in 
1979, virtually no one who founded a civilian publication or 
held a responsible position in one has escaped misfortune. 
In 1981 alone, the following people were sentenced to prison 
or labor reform: In Beijing, Xu Wenli [1776 2429 4539] and 
Chen Erjin [7115 1422 2516] of SIWU LUNTAN [JUNE 
4TH FORUM|], to 15 and 12 years respectively; in Guang- 
zhou, Wang Xizhe [3769 1585 0772] and Xu Yongliang 
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[1776 3055 5328] of XUEXI TONGXIN [STUDY COM- 
MUNICATIONS], to 14 and 10 years respectively; in 
Guangzhou again He Qiu [0149 3061] of RENMIN ZHI LU 
[THE PEOPLE’S ROAD], to 10 years; in Shanghai, Fu 
Shenqi [0265 3947 1142] of MINZHU ZHI SHENG [THE 
PEOPLE’S VOICE], seven years (Released from prison in 
1986, he was jailed again in 1991. He was let out of jail in 
February 1991 only to be sentenced to three years labor 
reform in 1993). Sun Weibang [1327 4850 6721] of HAI- 
LANGHUA [SEA SPRAY] in Qingdao was sentenced to 
one year (Following the 4 June incident, he was sentenced to 
an additional 12 years). In Wuhan, Qinu Yongmin [4440 
3057 2404], Zhang Minpeng [1728 2404 7720], and Zhu 
Jianpin [2612 0256 2430] of ZHONG SHENG [BELL 
SOUND] were sentenced to a respective eight years in 
prison, three years in labor reform, and six years in prison. 
In Hangzhou, Shen Jianmin [3088 0256 3046] of ZHI 
JIANG was sentenced to four years. In Tianjin, Tang Gedan 
[3282 2047 2481], Liu Shixian [0491 1102 6343] and Lu 
Honghe [0712 3163 0735] of BOHAI ZHI BIN [SHORES 
OF BOHAI] were sentenced respectively to 4 '2 years 
imj'risonment and three and three years of labor reform. In 
Chongqing, Liang Junxi [2733 0193 6007] of GONGMIN 
BAO [CITIZENS NEWS] was sentenced to an unknown 
number of years imprisonment. In Anyang, Liu Eran [0491 
0059 1344] of MINZHU ZHUAN [DEMOCRATIC 
BRICKS] was sentenced to one year. 


Even those members of the civil rights movement who were 
not sentenced to jail have been treated with prejudice. An 
example is Hu Ping [5170 1627], the editor-in-chief of the 
former WOTU [FERTILE EARTH], who was stripped of 
his masters degree and not assigned to a job for two years. 
Following graduation from university, poet Bei Ling [6296 
1545], a member of the editorial committee of the first issue 
of the former ZHONGGUO RENQUAN [CHINESE 
HUMAN RIGHTS], was deprived of his right to work for 
two years following graduation. | 


Following Deng's remarks during his travels in south China, 
the mainland civil rights movement once again became sctive, 
and tended toward reasonableness. Its “Peace Constitution” 
expressed support for CPC reforms and called for social 
reconciliation. 


Thanks to the campaign to eradicate spiritual pollution of 
1983, the anti-bourgeoisie liberalization campaigns of 1981 
and 1987, and the large scale massacre, large scale arrests, 
and large scale purges of 1989, the CPC created with its own 
hands an enormous opposition faction. This opposition 
faction includes not only the activists of the Democracy 
Wall and election campaign period, but also those who 
supported Hu Yaobang’s “Lilun Wuxu Faction” [3810 6158 
0523 5711 3175] (people such as Yan Jiaqi [0917 1367 
0366], Zhang Xianyang [1728 7359 2254], Su Shaozhi [S085 
4801 2535], Yu Haocheng [0060 3185 2052}, Yu 
Guangyuan (0060 0342 6678], Hu Jiwei (5170, 4958 0251], 
Wang Ruoshui [3769 5387 3055], Wang Ruowang [3769 
5387 2598], Xu Liangying [6079 5328 5391], Li Hongiin 
{2621 3163 26511, Li Shu [7812 3412], Guo Luoji [6753 
5012 1015], Wu Mingyu [0702 2429 3842], Ge Yang (2047 
2254], Ruan Ming [7086 6900}, Sun Changjiang [1327 7022 
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3068], and Li Rui (2621 6904], plus Zhao Ziyang’s brain- 
trust, the members of the “three institutes and one associa- 
tion.” If one says that each of these civil rights forces was 
fighting its own war prior to “June 4th,” the “June 4th” 
repression made them unite and set up a “civil mghts 
association front” overseas. 


The civil rights movement in China is fairly quiet today 
because of severe repression and strict control, but it does 
not lack a small number of courageous people who have 
established an underground organization to carry on resis- 
tance activities. Examples include the “Chinese Freedom 
and Democracy Party,” the Chinese Free Trade Union 
Preparatory Committee,“ and the “China Progressive 
League,“ which the Chinese Communists apprehended in 
1991. They were preparing to use a model airplane to scatter 
leaflets over Tiananmen Square on 4 June that year calling 
on the people not to forget “June 4th." When the incident 
came to light, scores of people were arrested, 16 of them in 
Beijing including Hu Shigen [5170 4258 2704], Kang 
Yuchun [1660 3768 2504], Wang Guozhai [3769 0948 
7872], Lu Zhigang [7120 2535 0474], Liu Jingsheng [0491 
0079 3932], Gao Yuxiang [7559 3768 4382], Wang 
Tiancheng [3769 0160 1813], Wang Peizhong [37690150 
1813}, Chen Qinglin [7115 7230 2651], Chen Wei [7115 
5898], Zhang Chunzhu [1728 4783 2612], Rui Chaohuai 
[5360 2600 2037], Xing Hongwei [6717 1347 0251], Li 
Quanli [2621 0356 0448], Xu Dongling [6079 2639 1545], 
and Zhang Guojun [1728 0948 6874). 


In June 1992, Wang Shengli [3769 0524 0448] and Liao Jian 
[1675 0679 1344], Chinese People’s University students, 
were arrested by the CPC for “counterrevolutionary propa- 
ganda instigation” because they had organized a student's 
society called “Book Reading Society” and published a 
magazine titled DAJIA [EVERYBODY]. 


Following Deng Xiaoping’s remarks during this travels in 
south China, the civil rights movement became active on 
the mainland once again, but tended toward reasonableness. 
The “Peace Constitution” issued by nine people including 
Qin Yongmin [the editor of the former Wuhan magazine, 
ZHONG SHENG, and Yang Zhou [2799 0719] expressed 
this trend. While calling upon the CPC to release political 
criminals, abolish counterrevolution as a crime, and accel- 
erate political system reform, this constitution also called 
for peaceful reform. In this regard, it expressed support for 
the CPC-led reforms, and called for social reconciliation. 
The Chinese Communists response to this moderate mani- 
festo was to arrest Qin and Yang. This action was tanta- 
mount to refusing to join hands w.th the civil rights move- 
ment on reform for a peaceful transition to a modern 
society. It also stifled the possibility of a benign revolution 
and avoidance of the prospect of a destructive, malignant 
revolution should a reckless and large scale popular uprising 
occur. 


News of Bloody Clashes in Southern Xinjiang and in 
Lhasa 


The contradiction between the minority nationalities and 
the Han nationality is not just a social contradiction. In 
Xinjiang, Inner Mongolia, and Tibet, it has become a 
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political contradiction as vell. For many years, organized 
ethnic separatists have fought for the independence of 
Xinjiang and Xinjiang. Their political goal is the establish- 
ment of a Turkestan and Turpan republic. Despite the strict 
news blockade, one still »ears about bloody clashes in 
southern Xinjiang and Lhasa. The 22 November 1985 
demonstration and presentation of a petition by more than 
3400 Uygur students from all Beijing institutions of higher 
education opposing the government’s use of Xinjiang as a 
nuclear weapons test range, and as a place for the banish- 
ment of criminals is well known. 


The intense ethnic conflicts and bloody clashes in Inner 
Mongolia are apparently not as serious as those in Xinjiang 
and Tibet; nevertheless, the Mongol hatred of the Han and 
their anti-foreign sentiment is no less than that of the 
Uygurs and the Tibetans. The source of the trouble is the 
purge of the Inner Mongolian People’s Revolutionary Party 
{MPRP] during the Cultural Revolution. This party was 
originally a Mongolian anti-Japanese resistance organiza- 
tion, which was subsequently merged with the CPC. During 
the Cultural Revolution, acting on orders of the CPC 
Central Committee, the MPRP Central Committee's first 
secretary, chairman of the revolutionary committee, and 
commander of the military region, Teng Haiging [3326 
3189 3237], said that an MPRP whose goal was the merger 
of Inner Mongolia and Outer Mongolia still existed in Inner 
Mongolia, and that ethnic Mongolians in the CPC were 
members of this party. Thus a mammoth, pervasive, and 
sustained campaign of “ferreting out and purging” was 
launched. During the course of this campaign, 100,000 
ethnic Mongolian Party cadres were arrested and locked up, 
and more than 10,000 were beaten to death. Most of those 
doing the beating were ethnic Han who used extremely 
brutal medieval torture implements, such as drilling holes 
into people’s bodies with a red hot iron chopstick, or 
suspending a large iron cauldron filled with water on steel 
wires from the neck of a person being interrogated, then 
making him stand arms stretched sideward on a high bench 
at the end of a fire pit, the cauldron hanging in a roaring fire 
until the water in it reached a rolling boil and scalded the 
person being interrogated till he had no choice but to 
confess. Many people died from this torture because they 
refused to confess. To this day, whenever the term “ferret 
out and purge” is mentioned, ethnic Mongolians gnash their 
teeth, and when Teng Haiqing is mentioned, they would like 
to eat his flesh and skin him. 


Three Large Chinese Communist High Level Factions 


2. Cohesiveness Within the System and Ability of the 
System To Maintain Cohesiveness When Deng Passes Away 


The second important variable determining China's polit- 
ical future is cohesiveness within the system and the ability 
of the system to maintain cohesiveness. There are four 
groups whose cohesiveness must be maintained: all party 
factions, local power factions, civil rights forces and ethnic 
separatist forces, and various mass organizations and social 
forces. 


1. All Party Factions 
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The main high level factions in the CPC today are as 
follows: 


(A) The main line faction of which Jiang Zemin is the 
“nucleus,” which is now being built and whose perimeters 
are as yet undemarcated. Since becoming CPC Committee 
secretary general, Jiang has made no contributions to ideo- 
logical theory or to modernization plans or lines, but he has 
put a lot of effort into accumulating strength and gaining 
power. He knows very well the importance of military 
support. In contrast to Zhao Ziyang, who never concerned 
himself with military affairs when he was vice chairman of 
the Military Affairs Committee, Jiang seeks out persons in 
charge in all sectors of the Military Affairs Committee and 
military regions for individual chats. He has also transferred 
to Beijing his old comrade-in-arms and former Shanghai 
garrison commander Ba Zhongtan [1572 0022 6151], pro- 
moting him to commander-in-chief of the People’s Armed 
Police. The incumbent chairman of the CPC Office, Zeng 
Qinghong [2582 1987 4767] is also a secretary who Jiang 
Zemin brought from Shanghai. In addition, CPC Propa- 
ganda Department director Gong Xinhan [7895 1800 
3466], Chinese Social Sciences Academy deputy director 
Liu Ji [0491 0679), and RENMIN RIBAO deputy editor- 
in-chief, Zhou Ruyin [0719 3843 6855] are all people Jiang 
transferred to important posts from Shanghai. 


This shows somewhat that he subconsciously fears a repeti- 
tion of the 1976 Hua, Ye, and Wang seizure of the “gang of 
four.” If one says that prior to 1992 Jiang’s work emphasis 
was On opposition to the right and prevention of peaceful 
evolution, since the remarks of Deng Xiaoping during his 
travels in south China, one must admit that he has suddenly 
changed into a vanguard for reform. He ts currently 
employing the three volumes of Deng’s selected works as a 
banner for increasing cohesiveness in order to consolidate 
his own “nuclear” position in the hope of creating a main- 
line faction within the party. Whether such a mainline 
faction can be formed and its ability to achieve cohesiveness 
with other factions holds great importance for the future 
stability of the political situation. However, the most unfa- 
vorable factor for the formation of this mainline faction and 
its cohesiveness is Jiang himself. Possibly as long as Deng 
lives, he will be found hand and foot, but whatever the case, 
his left lining and his mediocre performance since 1989 
have left an indelible impression tu people’s minds. Unless 
Jiang and his faction can do something spectacular in the 
days immediately following Deng’s demise, one can imagine 
how weak his ability to achieve cohesiveness will be. 


B. The leftist faction united around the person of Deng 
Liqun [6772 0500 5028]. Historically, the persistence of 
leftism in the CPC has been an extremely serious ailment. 
The power of the leftist faction is deep-rooted. Even during 
the decade of reform and opening to the outside world, the 
leftist faction has been able to organize forces to make three 
major comebacks in 1981, 1983, and 1987. The power of the 
leftist faction increased greatly in the wake of “June 4th.” 
Not only did it take the opportunity to settle scores with the 
reform faction, but it also took back many important powers 
from the central government to local governments, and 
from party affairs to the government. It also used the public 
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opinion and propaganda power it held to instigate a con- 
stant leftist clamor, even going so far as to say that the 
seizure of the capitalist roaders during the Cultural Revolu- 
tion was correct (a speech that Deng Liqun made commem- 
orating the seventieth anni -rsary of the founding of the 
CPC). “The theory of continuing revolution under the 
dictatorship of the proletariat remains the touchstone for 
differentiating true and false Marxism” (State Education 
Commission document written to provide guidance to pro- 
fessors at East China Teachers College in Shanghai). It said 
that it is necessary to “seize the initiative in handling 
contradictions” anew. (An article written by Deng Liqun 
published in the 23 October 1991 issue of RENMIN 
RIBAO). In order to seize this initiative, this faction is 
preparing to do battle with the reform faction after Deng 
passes away. It is collecting and collating all sorts of typical 
materials to criticize Deng’s rightist errors. Zemin is using 
the three volumes of Deng’s selected works as a banaer to 
increase conformity and consolidate his own “nuclear” posi- 
tion in the hope of shaping a future mainstream faction within 


the party. 


C. The reform faction. The people generally regarded as 
comprising the reform faction include incumbent Politburo 
members Qiao Shi, Li Ruihuan, Zhu Rongji, and Tian 
Jiyun, former Politburo members Zhao Ziyang, Wan Li, and 
Hu Qili, and former Secretariat secretaries Zhu Houze, Yan 
Mingfu, and Rui Xingwen. Their reform orientations are 
not entirely the same. For example, Zhao Ziyang not only 
advocates market-oriented economic reforms, but also 
stands for a considerable degree of opening to the outside 
world, democracy, and freedom. Some of the others may 
want to build a market economy first and then talk about 
freedom and democracy. Some only approve of a market 
economy, but basically do not agree with espousing freedom 
and democracy. These differences mean that although the 
CPC high level reform faction can maintain unanimity in 
the face of leftwing faction attacks on reform and opening to 
the outside world, it may split on political reform issues. 
Reportedly, Zhao Ziyang and others are pondering the 
problem of how to redress the June 4th events. Once Deng 
passes away, the NPC and the CPPCC, which Qiao Shi, 
Tian Jiyun, and Li Ruihuan head may become bases for 
consolidating the reforrn faction and for pushing ahead with 
reform and opposition to the counterattacks of the leftist 
faction. 


oo Main Ways of Gaining Cohesiveness Within the 


Once Deng dies, no matier whether the leftist faction first 
rises in revolt or whether the reform faction, which advo- 
cates political reform, rises in revolt, a clash between the 
two factions will surely be difficult to avoid. What role elder 
statesmen like Chen Yun and Bo Yibo will play in this clash 
at that time is also difficult to estimate. Generally speaking 
the tactics that the CPC has used to produce conformity 
within the party have been the leaders (personal charisma), 
the system, and ideology. When Mao Zedong was alive, all 
three of these methods played a role; consequently, cohe- 
siveness within the party was extremely high at that time. 
Since the advent of reform and opening to the outside 
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world, a unified ideology has become virtually useless in 
achieving cohesiveness, and the system cohesiveness that 
Deng has always hoped to build has yet to be realized. Thus, 
all that is left is the cohesiveness that the leaders individu- 
ally can bring. Even during Deng’s lifetime, his record, 
ability, and charisma could not bring cohesiveness within 
the party. (During “June 4th,” Deng’s personal ability to 
bring cohesiveness was also in danger; he could maintain his 
authority only by relying on military force, and it was not 
until after his remarks during the visit to south China that 
his charisma and legitimacy revived). Once Deng dies, there 
will be no one having a record (Jiang became a party 
member only in 1947). Furthermore, once Jiang, who lacks 
ability and charisma, has lost the means to use ideology and 
the system, will he be able to harmonize and reconcile 
clashes within the party? 


Local Power Faction Too Cumbersome To Be Effective 
2. The Local Power Faction 


Thanks to the delegation of legislative authority, authority 
over the assignment of people, and fiscal authority during 
the past decade, local governments’ power and financial 
resources have increased greatly. It is on this foundation 
that local power factions that are too cumbersome to be 
effective have taken shape. In recent years, some local 
legislation has dared to defy central government legislation. 
When central government policies and directives reach local 
governments, they are either not implemented or their 
emphasis or flavor is changed. Zhu R>ngji’s macroeconomic 
regulation and control (the 16 articles), of June 1993 aimed 
at getting rid of “local princelings” policy making, but the 
abortion of this effort was announced after just three 
months, thereby showing that the central government is 
unable to impose cohesiveness in the face of local power 
factions opposition. 


Ever since institution of the system of dividing revenues and 
expenditures between the central government and local 
governments and holding each responsible for balancing its 
own budget in 1980, the central government's financial 
resources have fallen seriously. The state’s percentage of 
fiscal revenues declined from 31.2 percent in 1978 to 14.7 
percent in 1992. During the Seventh 5-Year Plan (1986- 
1990), the ratio between central government fiscal revenues 
and local government fiscal revenues declined further to 
40:60. If unbudgeted funds are figured into fiscal revenues, 
the central government’s fiscal revenues amount to only 
one-fifth of total revenues. In some western countries, 
coordination of the relationship between the central govern- 
ment and local governments depends largely on some effec- 
tive institutions such as Congress or the Bundesrat. In 
China, the central government’s main instruments for 
bringing local governments into line are fiscal authority and 
the authority to allocate resources. When the central gov- 
ernment regularly has to beg from local governments to get 
by, one can imagine how much power it has to bring local 
governments into line. 


Another example that reflects the increase in strength of 
local power factions versus the central government is the 
increase in the number of local representatives in the 
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Politburo: Before 1982, not a single one of the 12th Party 
Central Committee’s 28 Politburo members and candidate 
members was a local cadre. In the 1987 13th Party Central 
Committee-created Politburo, four of the 18 members and 
candidate members were local representatives; and in the 
Politburo that the 14th Party Central Committee produced 
in 1992, six of the 22 members and candidate members were 
local representatives. 


In order to increase the central government’ financial 
resources as a means of keepir.g local governments in line, 
the Third Plenary Session of the 14th Party Central Com- 
mittee decided to institute a tax division system beginning 
in 1994, the central feature of which was readjustment of the 
taxation structure. Customs duties, bank financing insur- 
ance taxes, and income taxes paid by post and telecommu- 
nications and railroad enterprises would be given to the 
central government, and income taxes from ordinary enter- 
prises would be given to local governments. At the same 
time, the Bureau of Taxation would be divided into a 
central government bureau and a local government bureau, 
each of them collecting its own kinds of taxes. This measure 
was designed to ensure the central government's fiscal 
revenues. Had it been possible to institute these measures, 
they would truly have increased ihe central government's 
authority; however, the central government’s existing 
authority had to be relied on to put these measures into 
effect. This gave rise to a contrary theory. Reportedly, a 
report from the Chinese Academy of Social Sciences warned 
the Central Committee: Institution of a tax division system 
in China in 1994 would produce social instability. 


The Armed Forces Are Absolutely Not Willing 
Suppressors 


3. Civil Rights Forces and Ethnic Separatist Forces 


In order to enforce cohesiveness, a political system has to be 
able to incorporate newly emerging social forces and polit- 
ical groups into its own system as they appear. This means 
that institutionalized channels for participation must be set 
up. In modern political science terms, this denotes institu- 
tional expansion and development of the ruling party’s 
power. However, the Chinese Communists promote a self- 
contradictory policy. During the past 10 years, they have 
steadily promoted a splitting up of the social and political 
structure (a structural split is bound to create a pluralization 
of social interests and a pluralization of social groups); 
however, they have refused and restricted the demands for 
government participation of the newly emerging social and 
political forces that splitting of the structure generates. A 
steadily increasing participation crisis has been the result. 
Moreover, when a participation crisis occurs, the CPC not 
only does not readjust its own policies but uses force to 
repress it. Thus, not only are the contradictions not 
resolved, but they steadily intensify and accumulate. Chi- 
nese Communist political thinking has always maintained 
that the urban society and that society’s representatives— 
the civil rights forces—brought about by the split are 
antagonistic forces (when actually this is not necessarily so; 
the civil rights organization could play a role within the 
system of a loyal opposition), and that the spontaneous 
participation of civil rights groups is “causing trouble.” 
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The Chinese Communists also believe that dialogue and other 
forms of equality are something that the civil rights forces 
may not enjoy. They can only use force to wipe out the civil 
rights movement. However, the fact is that force has not been 
able to wipe out the civil rights movement. During the past 10 
years the civil rights movement has developed and grown 
stronger. It became so strong that the Chinese Communists 
had to use conventional forces and tanks to deal with it. 
However, history has shown that armed forces positively are 
not a willing suppressor. Deng is the only person who can use 
the armed forces against their own will. Once Deng is gone, 
should another civil rights movement storm arise, will Jiang 
Zemin, in his capacity as chairman of the Central Military 
Affairs Committee, be able to for the armed forces to aim 
their muzzles on the public? Might not the armed forces split 
when faced with such an order? 


Chinese Communist Organizational System Lax and 
Disintegrating 


4. All Kinds of Mass Organizations and Social Forces 


Aside from the methods cited above for enforcing social 
cohesiveness, namely charismatic leaders, Marxist-Leninist 
and Mao Zedong Though ideology, and force, the Chinese 
Communists must rely largely on strict party organization 
and a pervasive organizational system from top to bottom. 
In the rural villages, this is communes; in cities, it is “units.” 


Some people believe that China has no society, just “units.” 
This is because society is within “units.” Every commune 
and “unit” is a small society. This analysis makes very good 
sense. Since communes and “units” perform social security 
and social supervision functions, they play a role in social 
cohesiveness. However, following reform and opening to the 
outside world, the separation of government administration 
and social management, and the separation of government 
administration and enterprise management has enabled 
society to begin to separate from the state. Development of 
a market economy will further accelerate this trend; thus, 
society will develop in the direction of a pluralization of 
interests, and a pluralization of blocs. Simultaneous with the 
trend toward disintegration of the communes and “units” 
that formerly enforced social cohesiveness, new social orga- 
nizations able to take over the communes’ and “units” 
cohesiveness functions, namely mass organizations, will be 
in a state of either no healthy development or atrophy (like 
after “June 4th”] owing to strict Chinese Communist 
restrictions (the need to have approval from and be con- 
trolled by a higher level administrative authority and a civil 
government department). Thus, full and correct expression 
and coordination of social interests will be difficult. The 
weakness of social seif-rule and the ability of self-rule 
Organizations, as well as the current increase in the crime 
rate and the chaotic state of social order foreshadow future 
social unrest. 


Ordinary People’s Income and Prices Cause Popular Revolt 


3. Economic Situation 


The third major variable determining China’s political future is 
the state of the economy when Deng dies. How well the 
economy does is not only the foundation for the legitimacy of 
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the Chinese Communist’s role, but also directly affects the 
degree of cohesiveness within the system, and the intensity of 
social contradictions and social conflicts. Many political crises 
stem from economic crisis. One need look no farther for 
examples than the 1988 collapse of the effort to battle down 
prices, which led to major central government personnel and 
policy readjustments, and the campus unrest of 1989. The 
Chinese Communist’s reason for doling out huge amounts of 
money since 1989 to subsidize the losses of state-owned enter- 
prises in violation of market laws is fear of an economic decline 
(depression) that might bring about civil unrest. 


When we regard the economic system as a variable affecting 
China’s political future, our focus is mostly on superficial 
factors such as income and prices that can cause public 
anguish and a sense of frustration, and only secondarily on 
policy issues such as the speed, or the regulation and control 
of development and reform that can cause splits within the 


party. 
2. Eight Political Situation Prospects After Deng 


Eight models can be derived by grouping the foregoing three 
variables that will determine government in China after 
Deng. These eight models show eight possible scenarios for 
the Chinese political situation after Deng dies. (See table). 
However, they are all only starting points for changes in; the 
Chinese government after Deng; they are not the final results. 





Outlook for the Chinese Political Situation 

















The three variables that will Degree 
determine China's political 

prospects after Deng Strong Weak 
Degree of cohesiveness within the | 4 
system, and system cohesiveness 

possibilities 

Social-political contradictions 2 5 
Economic situationx 3 6 











Ideal Political, Economic, and Social Outlook, After Deng 


The key variable among the three variables affecting the 
future is the degree of cohesiveness among the top 
echelons of the CPC. If the CPC dares to carry out 
political reform, China’s outlook will be extremely 
optimistic. 


Model | (1+3+5): Stable Model 


Sustained and consistent growth of the industrial and agri- 
cultural economy, with more rational readjustments of the 
industrial structure accompanying economic growth; more 
pervasive reform of the economic system; establishment of 
a market system; formation within the CPC of a mainstream 
faction in which Jiang Zemin is the nucleus, and whose 
authority is stable, with Jiang continuing Deng’s line of 
reform and opening to the outside world, and receiving 
major support from within the party. Despite clashes 
between left and right wing factions, the general welfare is 
not impaired; the armed forces are stable, and they continue 
to play a role in backstopping reform and opening to the 
outside world. Smooth implementation of the tax division 
system increases the cohesiveness of the central govern- 
ment, and localism is curbed. Despite the existence and 
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frequent occurrence of socio-political contradictions, and 
although they produce large scale social tumult, they pose no 
threat to Chinese Communist rule. Agriculture’s increased 
output and the increased income it provides, a rise in prices 
paid the peasants for grain and cotton, and payment of 
money [rather than IOUs] for grain purchases permits the 
peasants to maintain their income at the level of previous 
years or increase it. The development of township and town 
enterprises absorbs large amounts of surplus agricultural 
manpower, thereby reducing pressures on the cities from 
drifters. Growth of industry and price stability or a rise in 
the income of urbanites that excess the degree of rise in 
prices calms urban sentiment. Crackdowns on graft and 
corruption promote social justice, thereby increasing the 
legitimacy of the regime. All these events play a role in 
stabilizing society. Although a small number of civil rights 
groups and civil rights movement people constantly call for 
the release of political prisoners in order to redress “June 
4th” and quicken political reform, not only is this difficult 
to do on a very large scale while the CPC is in process of 
changing from force to a policy of limited opening up, but it 
might lead to the development of an opposition faction 
within the system. 


All the foregoing is an ideal social, economic, and political 
scenario after Deng passes away. However, realization of this 
scenario will depend, first of all, on how many more years 
Deng lives so that his authority may be relied upon for 
completion of the building of a market economy to enable 
Jiang Zemin to fashion a mainstream faction, and to be able 
to bring the armed forces and local governments in line. 
Second, it depends on Jiang Zemin’s policy innovations such 
as continuing reform and opening to the outside world, not 
yielding to or compromising with the leftists, cracking down 
severely on graft and corruption, accepting modern political 
concepts, gradually opening the way for democracy, and 
bringing opposition factions outside the system into the 
system as an opposition faction. Third, it depends on the 
favor of heaven to bring in continuous bumper harvests. 


Since these objective conditions are not likely to be in being 
at the same time, the prospects for model | are not great. 


A Transition to Stability or Turmoil 
Model 2 (1+2+3): Model for a Transition to Turmoil. 


Jiang Zemin’s mainstream has taken shape and his power 
has been consolidated. Within the party, a strong consensus 
exists, the degree of cohesiveness is high, and the CPC’s 
cohesiveness with local governments, the central govern- 
ment, and society is very strong. The good economic situa- 
tion has further enhanced the legitimacy of the CPC regime, 
and it has improved unity within the party and within the 
armed forces, and between the CPC and local governments. 
Despite severe social contradictions and CPC clashes with 
forces outside the systems, these are of short duration. 
Unrest is quelled very quickly. The civil rights movement is 
either suppressed or brought within the system. 


Model 3. (3+4+5): Model for A Transition to Turmoil. 


Economic growth continues; the people’s livelihood is relatively 
stable; and contradictions between society and government are 
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not severe. However, Jiang Zemin’s mainstream faction and the 
cohesiveness of all factions in the party could not be achieved 
while Deng was alive. Jiang’s authority fails of recognition. 
Temporary stability cannot last for long. Clashes may erupt at 
any time among factions within the party, between the central 
government and local governments, and between the CPC and 
forces outside the system. Model 3 is a short-lived transitional 
stage. 


Model 4 (1+5+6): Model for a Transition to Stability. 


A mainstream faction has taken shape within the party; 
Jiang Zemin’s authority has been consolidated. Cohesive- 
ness within the party is fairly high, and the system is quite 
cohesive. Although conflicts between society and the gov- 
ernment occur at times, they pose no threat to the system. 
Despite some problems in the economy, the CPC and the 
government have the will and the time to solve them to 
realize the model | scenario. This situation does not rule out 
two other possibilities, namely a worsening of the economic 
situation as a result of policy mistakes, social turmoil 
occurring as a result, or intensification of political contra- 
dictions with forces outside the system, the country ending 
up with the model 5 scenario. If economic factors and 
socio-political contradictions cause further clashes within 
the party, the CPC will lose its existing cohesiveness advan- 
tage. The state will sink into a tumultuous model 7 scenario 
to face a revolutionary situation. 


Benign or Malignant Revolution 
Model 5 (1+2+6): Clash and Confrontation Model 


A mainstream faction has taken shape in the party; Jiang 
Zemin’s authority has been consolidated; cohesiveness 
within the party is high; and cohesiveness with forces 
outside the system is also fairly strong. The economy has 
regressed; agriculture has atrophied; industrial concerns are 
operating under capacity creating an increase in the number 
of drifters and the unemployed; income has decreased; there 
is inflation and prices have soared; and the renminbi has 
been devalued provoking cries of discontent all around. 
Collapse of the stock market causes stock market turmoil. 
Popular revolts break out; and the civil rights movement 
surges. The CPC and its system face a strong challenge from 
social and civil rights forces. This confrontation may last for 
a fairly long time, and may lead to a split within the party. 
Two outcomes are possible: Either the party’s reform fac- 
tion seizes control and reaches an agreement with the civil 
rights movement, China thereby taking a political reform 
road, or the party’s conservative faction comes to power and 
uses force to put down the civil rights movement and 
uprisings, China regressing to a sealed off and conservative 
state. No matter which occurs, the attitude of the armed 
forces will be decisive. 


Model 6 (2+3+4): Benign Revolution Model 


The economy continues to grow with no large scale outbreaks 
or reckless and destructive uprisings. Within the party, cohe- 
siveness is low, and the system’s ability to bring cohesiveness 
is poor. Factional fights and power struggles within the party 
are intense. Local “princelings’” have much strength; and 
graft and corruption are serious. The public makes a huge 
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Outcry as centrifugal forces in the party grow. At the same 
time, another surge occurs in the civil rights movement, 
which is becoming organized and cohesive. This scenario is a 
benign revolution scenario whose most likely outcome is a 
link up between the reform faction within the party and the 
civil rights forces to bring down the conservatives and gain 
power to put China on a democratic reform path. 


Model 7 (2+4+6) A revolutionary model (in which the 
outlook, whether benign or malignant, is uncertain) 


Both cohesiveness within the system and the system’s ability 
to bring cohesion are very weak. Contradictions between 
society and government are very grave. This turn of events 
is strengthened by deterioration of the economy. Conse- 
quently, China faces a revolutionary situation. The key 
element at this time is the degree of organization of the 
reform forces (the reform faction within the party and the 
civil rights forces). Whether the revolution will be benign or 
malignant will depend on this. 


Model 8 (4+5+6) A revolutionary transitional model. 


In this scenario, both the government and society are very 
weak. Factions within the party overlap and fight for power. 
Local “princelings” are very strong; “independent king- 
doms” exist. The economy is in depression. Clashes 
between society and the government are quiescent, but this 
scenario cannot last for long, because deterioration of the 
economy is bound to intensify social conflicts. Splits within 
the party also provide development opportunities for the 
civil rights movement, the prospects for which may be those 
given in model 7. 


The Key Lies in the Cohesiveness of the CPC Upper 
Echelon 


The foregoing eight models show that the key variable of the 
three major variables affecting China’s future political out- 
look is the degree of cohesiveness of the upper echelon of the 


POLITICAL 13 


CPC. To a very large extent, the extent to which other 
conflicts may intensify and produce a crisis depends on 
whether a compromise may be reached among the con- 
tending factions within the CPC to produce a consensus and 
produce cohesion. If clashes do not intensify between the 
ultra-leftist faction and the reform faction within the party, 
and if the upper echelon of the CPC does not split, the local 
“princelings” will find it difficult to grow in power, and 
ethnic separatism will not succeed. In that case, even if an 
economic crisis occurs, it can be handled; and should 
uprisings occur, they can be very quickly quelled. 


Everyone remembers that the Democracy Wall movement 
of 1979 developed out of a crevice in the struggle between 
the reform faction and the whatever faction. The campus 
unrest of 1989 also developed into a nationwide democratic 
movement against a background of struggle between Zhao 
Ziyang and Li Peng. If the CPC mainstream faction can 
produce policy innovations at the same time that a high 
degree of cohesiveness exists within the system, not only will 
there be economic development in the midst of stability but 
political system reforms can also be ventured while control- 
ling the situation. Thus, party factions can operate within 
the law; fights within the party can play out within the rules, 
the armed forces can become nationalized, and the govern- 
ment structure can be federalized. Thus, the NPC and the 
CPPCC will be able to play a greater role in supervising the 
government and political life, establishing a senate-like 
structure to coordinate the interests of the central govern- 
ment and local governments, and the interests of one local 
government and another. Then, prohibitions on speech, the 
press, and party can be gradually removed, and non-violent 
civil rights movements can be brought within the system. In 
this way, organic cohesiveness founded on modern princi- 
ples can be attained. At that time, China’s prospects will be 
extremely optimistic. 
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NATIONAL AFFAIRS, POLICY 


High Investment Rate ‘Inevitable’ 


94CE0431C Beijing ZHONGGUO GUOQING GUOLI 
[CHINA NATIONAL CONDITIONS AND POWER 
MONTHLY] in Chinese No 2, 28 Feb 94, pp 12-13 


[Article by Liu Chengxiang (0491 2052 4161) and Wu Chao 
(0702 6389): “Survey of National Strength—The Selection 
of a High Investment Rate in the Current Stage of Growth”’} 


[Text] The year 1993 was a year of rapid economic growth 
and was a year in which fixed asset investment greatly 
increased. According to preliminary estimates, the GDP 
broke the major 3 trillion yuan barrier. Fixed asset invest- 
ments in the whole society broke approximately 11.5 qua- 
drillion yuan. The fixed asset investment rate was about 37 
percent. If we discount the factor that investment item 
prices were higher than overall prices and the factor of 
foreign firm investment, the fixed asset investment rate for 
the entire society (hereinafter the investment rate) still was 
as high as about 33 percent, 4-5 percentage points higher 
than the previous year’s investment rate. The obvious 
increase in the investment rate raised the concern of several 
sectors. This brings up an acute problem: Could two succes- 
sive years of high investment rates lead to an overheating of 
the overall economy and form serous inflation and cause us 
once again to have to conduct overall improvement and 
rectification and postpone reform? Comprehensive study of 
the domestic and foreign situation could lead to this con- 
clusion: As China begins to enter the period of high 
investment before economic takeoff, a high rate of invest- 
ment is an inevitable result of the current stage of economic 
development. Its essential basis is: 


I. Overcoming Bottlenecks Requires Added Investment 


From 1980 to 1992, China’s investment rate went from low 
to high. To counter some years in which the investment rate 
reached 30-32 percent creating economic overheating and 
setting off inflation, beginning from actual experience, 
people arrived at the awareness that it is appropriate for 
China’s investment rate not to exceed 30 percent. We 
should say that holding it within these limits for a very long 
period of time has been fundamentally reasonable. Looking 
back on a year in which an excessively high investment rate 
touched off serious economic problems, it was all from 
excessive investment in some government buildings and 
processing industries squeezing out normal consumer 
demands causing inflation in both consumption and invest- 
ment and allocation of funds exceeding the total amount 
that could be allocated to production. After more than a 
decade of arduous efforts, the scale of China’s processing 
industry production generally reached the capability of 
satisfying normal consumer demand and in certain indus- 
tries it generally reached saturation. But possible develop- 
ment in fund [as written; basic?] industry and infrastructure 
did not correspondingly keep pace and bottlenecks in trans- 
portation, energy, and raw materials development restricted 
economic development and progress in reform and opening 
up. It is idle talk to speak of wanting to promote further 
economic growth without developing the infrastructure and 
overcoming short-term restrictions. Because the time limit 
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on basic industries and infrastructure is long, the invest- 
ment of a large amount cannot be put into operation in a 
short period of time like processing industries. Generally it 
requires five to seven years of development. So, to get by 
infrastructure barriers, it is necessary to go through a stage 
of high investment. There is not a second way that can be 
chosen. 


II. Savings Have Clearly Rebounded, Providing Sources of 
Funding for Investment 


Statistical data reveal that the overall savings rate for the 
whole society in 1980 was 35.6 percent. By 1992 it had risen 
to 43.3 percent, rising nearly 8 percentage points. The ratio 
of residents’ savings in the broad sense to expendable 
income also rose from 4.5 percent in 1978 to 32 percent in 
1992. The constant increase in the savings rate has provided 
investment with a considerable source of funds. 


Since the 1980s, changing trends in the overall consumption 
rate (including social consumption and residential con- 
sumption) more clearly confirm this problem. In the 1980s, 
the overall consumption rate was rather high, averaging 60 
percent and above. After entering the 1990s, the overall 
consumption rate declined to 60 percent and below and 
declined from year to year. Contrary to this, the fixed asset 
investment rate for the whole society rose straight up. 
According to preliminary 1993 calculations, the overall 
consumption rate declined to 55.4 percent and the overall 
investment rate rose to 37.8 percent. 


The situation described above indicates that in the next 
stage the overall consumption rate can be essentially main- 
tained at about 56-58 percent. If we take out the factor for 
reserves and the balance of payments, the investment rate 
can be maintained at about 35 percent, forming a high 
investment rate stage. This also is a requirement for China’s 
present launching of international competition, preserving 
the advantage of cheap labor, and maintaining a rather low 
consumption rate and high investment rate. 


III. To Realize 1994 Economic Growth Targets, It Is 
Necessary To Maintain a High Investment Rate 


It is forecast that 1994 will still be a year of rapid economic 
growth. According to actual inherent economic forces, the 
economic growth rate could be about 9 percent. At the same 
time, with the push of demand and the pull of costs, prices 
also will go up by about 10 percent. Calculated by the 
indicators described above, the 1994 GDP could reach 
about 3.65 trillion yuan. As regards use, because of the 
current stable growth of consumption, calculating the con- 
sumption rate at 57 percent, the total consumption could 
reach about 2.08 trillion yuan. With the balance of pay- 
ments maintained, after its use for consumption and normal 
reserves, the GDP arranged for fixed asset investment 
should be about 1.39 trillion yuan. According to these 
calculations, an investment rate as high as 38 percent is the 
inevitable result of an overall balance. If in a definite 
production situation, the scale of fixed asset investment is 
pushed down artificially low, it will inevitably lead to 
serious overstocking and an aggravation of three sided 
debts, leading to a slide in enterprise economic efficiency 
and treasury difficulties. If fixed asset investments are 
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forced down and we want to guard against large increases in 
reserves, either there will be a favorable trade balance or the 
rate of growth of 1994 production will decline. But a decline 
in the economic growth rate also could forfeit the opportu- 
nity for rapid development, and a large increase in exports 
and reducing imports also is very difficult. So, the high 
investment rate is irreversible. This is a result produced by 
conditions in several sectors. 


Because the 1993 fixed asset investment base was too large, 
even if the actual amount in 1994 remains the same as 1993, 
at current values the investment scale will reach 1.265 
trillion yuan and the investment rate still will be as high as 
about 35 percent. 


PROVINCIAL 


Ningxia Provincial Government Work Report 


94CE0493A Yinchuan NINGXIA RIBAO in Chinese 
22 Apr 94 pp I, 2 


[Government work report given by Ren Qixing, Vice 
Chairman of the Ningxia Hui Autonomous Regional 
People’s Government] 


[Excerpts] [passage omitted] 


I. Review of Work in 1993 


The past year was one in which the people in our autono- 
mous region triumphantly advanced along the path of 
building socialism with Chinese characteristics. Under the 
leadership of the party Central Committee, the State 
Council and the autonomous regional CPC committee, the 
governments at all levels united with and relied on the 
people of all nationalities in the whole region, rallied around 
the task of developing socialist market economy and pro- 
moting the program of socialist modernization in an overall 
manner and conscientiously implemented the guideline laid 
down by the 14th National CPC Congress and Comrade 
Deng Xiaoping. They firmly carried out the measures 
worked out by the central authorities in strengthening 
macro-control and regulation, further liberated our thought, 
boldly carried out practice and basically fulfilled the goal set 
by the First Session of the Seventh Autonomous Regional 
People’s Congress for 1993. A gratifying situation prevailed 
in the our region, whereby the economy flourished, the 
reform program was deepened, people of all nationalities 
were united as one, and great social progress was made. 


—Sustained economic growth was attained, and new progress 
were made in developing industrial and agricultural pro- 
duction and increasing local government revenues. The 
gross national product (GNP) in Ningxia for 1993 totalled 
9.65 billion yuan, an increase of 10 percent, of which the 
primary industry grew 5.5 percent, the secondary industry 
12.9 percent and the tertiary industry 9.5 percent. The per 
capita gross domestic product (GDP) was 1,965 yuan, up 
320 yuan over 1992. Steady progress was made in rural 
economy. The total grain output reached 2.03 billion kg, 
marking an increase of 9.3 percent and hitting a record 
high. Commendable growth was registered in the produc- 
tion of oil-bearing crops, vegetables, fruits, meat, poultry, 
eggs, milk and aquatic products. The township enterprises 
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made rapid progress with their total business volume 
rising to 3.05 billion yuan, up 42.8 percent. Industrial 
production expanded rapidly. In despite of serious limi- 
tations in fields such as railway transportation, the total 
industrial output value in Ningxia exceeded 10 billion 
yuan and reached 12.08 billion yuan. This registered an 
increase of 13.9 percent if the factor of inflation was taken 
into consideration. The amount of taxes and profits 
turned over to the state by Industrial enterprises with 
independent accounting systems in the autonomous 
region amounted to 980 million yuan, an increase of 54.7 
percent. The rate of production and marketing reached 
97.6 percent, and the overall index of economic efficiency 
rose 10 percent over 1992. The local revenues rose to 1.08 
billion yuan, up 20.3 percent. The banks at all levels had 
vigorously rectified the financial order, and actively sup- 
ported local economic construction. By the end of 1993, 
the total amount of loans reached 12.08 billion yuan, up 
22 percent over 1992. 


—Investment in fixed assets on the increase, and major 
construction and technical innovations strengthened. The 
total investments in fixed assets in the autonomous region 
valued at 5.16 billion yuan, up 35.5 percent, hitting a 
record high in history since the beginning of the reform 
and opening up program. New strides were made in 
developing major construction projects. The northern 
end of the Baoji-Zhongwei Railway under construction 
had passed Guyuan. It was expected to open to traffic 
ahead of time. The double-track Zhongwei-Gantang 
Railway was completed as scheduled, and more than 80 
percent of the Da-Gu [1129 0657] Railway leading to the 
Lingwu Mining District were completed. The construc- 
tion of the Yin-Gu [6892 0657] Highway and the Yin- 
chuan Bridge across the Yellow River was close to com- 
pletion. Major progress was made in rebuilding the Yin- 
Ping [6892 1627] Highway and the Shi-Ying [4258 3602] 
Highway. The first-stage engineering project for the 
Rujigou coal transportation highway which was China’s 
first one in Ningxia built with loans had been completed. 
Great strides were made in developing the earlier stage of 
the Hedong Airport project in Yinchuan, and prepara- 
tions were made to start construction work in the near 
future. The numbers one to eight pumping stations for the 
Yanhuanding pumping engineering project and the main 
water channels were basically completed, and some of the 
pumping stations had already gone into operation. Rapid 
progress was made in posts and telecommunications. The 
number of new telephone exchanges reached 32,000, and 
telephones were installed in 2 percent of the families in 
the autonomous region, which was close to the average 
national level. Investments for industrial renovations rose 
to 1.12 billion yuan, an increase of 40.2 percent. A 
number of key technical transformation projects such as 
the Yinchuan Chemical Fertilizer Plant, the Ningxia Iron 
Alloy Plant and the Ningxia Coking Plant were success- 
fully completed. In 1993, 15 local key technical renova- 
tion projects and 67 new products passed screening and 
testing by the relevant authorities. 
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—New strides were made for various reform programs and 
Ningxia opened wider to the outside world. New progress 
was made in building socialist market economy in all 
aspects. The “Regulations on Changing the Way State- 
Owned Industrial Enterprises Operate” was further 
implemented. The reform of the system on enterprises’ 
property rights had begun. Ningxia had approved 64 
shareholding enterprises to open their doors for business, 
and helped the first company to float its stock on the 
market. A total of 259 township enterprises promoted the 
shareholding system; 50 percent of the state-owned com- 
mercial enterprises instituted the system of letting civil- 
ians run state enterprises; and 60 percent of the basic- 
level supply and marketing cooperatives were also run by 
civilians. Prices for grain, cooking oil, cement and rolled 
steel were decontrolled, and those of railway transporta- 
tion, coal, electricity and finished oil products were 
adjusted. New strides were made in reforming the wage 
system and the system of social security, and new achieve- 
ments scored in foreign trade and economic relations. 
The total value of exports was US$110 million, of which 
exports from the local economic sector amounted to 
US$74.71 million, an increase of 11.6 percent. Varieties 
of export products were more than 40 types, and more 
foreign funds were put to use in the autonomous regions. 
In 1993, foreign investments totalling US$36.66 million 
were in actual use, up 2.6 times. The autonomous region 
had approved 181 new Chinese-foreign joint ventures, 
cooperative and foreign-funded enterprises with the total 
number of such enterprises reaching 286. Funds from 
foreign investors totaled US$11.9 million, an increase of 
2.4 times. 


—Progress made by all types of social undertakings and 
socialist culture and ethics advanced. We continued to 
implement the strategy of “rejuvenating Ningxia by 
relying on science and technology,” and made our work in 
science and technology cater to the needs of the market 
and to economic construction. In 1993, achievements 
were scored in the field of science and technology, and 
new progress was made in the popularization and appli- 
cation of technologies. The strategic role of education was 
given full play. Fairly significant developments were 
made in basic education and other fields of education. 
Remarkable results were attained in preventing students 
from dropping out, soliciting donations for education and 
solving the problem of owing teachers back pays. There 
were achievements in the development of the ‘231 
project,” stage by stage. Less than 15 percent of the young 
people in the autonomous regions were illiterate, and the 
quality of the rural laborers was improved. New progress 
was made in culture, arts, the press and publishing, radio, 
film, television, public health, sports, social, and scien- 
tific research. A batch of excellent creative works which 
reflected the features of our age and our national charac- 
teristics were published. Mass cultural and sports activi- 
ties were extensively carried out, enriching the people’s 
cultural life. Conditions for urban and rural medical care, 
as well as public health, were much improved, and 
standards in the prevention and treatment of diseases had 








JPRS-CAR-94-37 
17 June 1994 


been constantly improved. Facilities for civil administra- 
tion and public welfare services were further upgraded. 
New developments were made in helping the disabled. 
Good results were attained in controlling the population 
and carrying out the work of planned parenthood. The 
child birth rate and the natural rate of growth were 19.43 
percent and 14.07 percent respectively, 0.68 percent 
lower than both figures in 1992. Work on environmental 
protection, planning for urban and rural construction, 
prevention of natural disasters, and damage reduction 
from such disasters were further strengthened. 


We persistently developed the “two types of civilizations”; 
studied hard Comrade Deng Xiaoping’s theories on building 
socialism with Chinese characteristics, and further popular- 
ized the reform and opening-up policy. We hac vigorously 
promoted education on patriotism, collectivism and 
socialism and on professional and social ethics; and exten- 
sively developed activities to have model communities and 
units established by the army, the police and the people, so as 
to achieve cultural progress. As a result, the people had 
greatly enhanced their sense on cultural progress. We had 
earnestly implemented the “Law on National Regional 
Autonomy” and the party’s policy on nationalities. Various 
activities to strengthen unity among all nationalities were 
vigorously carried out, and a group of advanced collectives 
and individuals emerged. Under the correct leadership of the 
central authorities, the local party committees, governments 
and armed police units in various localities had joined their 
efforts in properly handling the case of fighting in Xiji, 
safeguarded the legal system, abd protected the people’s 
interests. We had persistently maintained all facets of public 
security; and waged a firm struggle to severely strike at all 
criminal offenders, guard against theft, wipe out pornog- 
raphy, “eliminate the six evil.” We had insured social 
stability, and scored achievements in fighting corruptions. 


—Rural and urban markets flourished, people's livelihood 
continued to improve. The value of retail sales in the 
autonomous region reached 4.3 billion yuan, an increase 
of 15.4 percent. There was an abundant supply of goods 
on the market. Commodity circulation channels were 
expanded, and various ownership systems vied with each 
other for development. The annual per capita income for 
urban residents used as living expenses was 1,907 yuan, 
up 304 yuan over 1992. The per capita net income of a 
peasant was 667 yuan, an increase of 48 yuan over 1992. 
The savings deposits of urban and rural residents totaled 
6.14 billion yuan, up 22 percent over the previous year. 
We had quickened the pace in developing urban and rural 
construction and expanded public utility facilities. The 
living conditions of urban and rural residents were further 
improved, and more jobs were available on the market. 
Some 26,600 people were offered jobs in urban areas. The 
rate of unemployment was somewhat lowered. 


Fellow deputies! Ningxia’s achievements in carrying out the 
reform program, opening to the outside world and pro- 
moting economic and social development in the past year 
were attained by working hard to overcome all kinds of 
contradictions and difficulties. The people of all nationali- 
ties on all fronts and in all fields in Ningxia had made 
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strenuous efforts and courageously fought many battles in 
order to achieve all this. It was not an easy task. Here, on 
behalf of the autonomous regional people’s government, | 
wish to express my sincere appreciation to the large number 
of workers in all fields, peasants and intellectuals, to the 
deputies of the autonomous regional people’s congress and 
regional CPPCC members and various democratic parties 
who helped and supervised the government in doing its 
work, to the mass organizations and people of all walks of 
life, to the various units of the central authorities stationed 
in Ningxia that supported us in carrying out reform and 
promoting the economic development, to the officers and 
men of the PLA and armed police units stationed in the 
autonomous region, and to those comrades and friends who 
supported Ningxia in rejuvenating and developing itself. 


In the course of carrying out reform and promoting develop- 
ments, we must soberly realize the existing contradictions and 
difficulties and understand that there are still some problems 
in doing our work in Ningxia. There remain some “bottle- 
necks” effects that are hampering our economic development 
such as shortage in railway transportation, insufficient funds, 
relatively weak foundation in agriculture and lack of vitality. 
The management of some enterprises is poor and they are 
suffering serious economic losses. Some local expenditures 
are increasing in each passing day. The commodity price is 
rising on a large scale. The government is still exploring ways 
to regulate the economy under the conditions of market 
economy. There are problems in the deeper levels that we 
have to solve in our economic life and operational mecha- 
nism. There are signs of corruption, bureaucracy and for- 
malism among some government functionaries. Some 
unhealthy practices in certain professions are damaging the 
image of the party and the government, and undermining 
their close relations with the people. In doing our work in the 
future, we must pay full attention to these problems, and rely 
on all the people and all sectors of the society to give us full 
support to solve them as soon as possible. 


II. Develop the National Economy in a Sustained, Rapid 
and Healthy Manner 


The central authorities emphatically pointed out that to 
seize the opportunities, deepen reform, open wider to the 
outside world, promote developments and maintain sta- 
bility is the major task of the whole party and the whole 
nation in doing their work. This is also the basic principle in 
carrying out our work well in Ningxia. During the new year, 
the governments at various levels must attach great impor- 
tance to and correctly handle the relations between reform, 
development and stability. The reform is the motivating 
force, development is the target, and stability is the prereq- 
uisite. Without a stable social environment, nothing can be 
achieved. In minority areas, we must fully understand and 
earnestly implement the party’s policy on nationalities and 
religion, and unite with people of all nationalities. This is 
something of great significance in achieving stability. Mean- 
while, we must also realize that reform and development are 
the foundation for achieving stability. If we do not exert 
strenuous efforts in carrying out reform, and quicken our 
pace in promoting developments, it will be hard to move 
forward in economic construction and maintain stability 
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over a protracted period of time. Right now, we must pay 
attention to tackling some hot issues which affect stability. 
We must strive to make reform, development and stability 
coordinate and promote each other, and simultaneously 
promote material civilization and spiritual civilization. 


On the basis of the aforementioned basic principle, our guide- 
line in carrying out government work in Ningxia for 1994 is to 
use Comrade Deng Xiaoping’s theory in building socialism with 
Chinese characteristics as a guidance; firmly implement the 
spirit of the Third Plenary Session of the 14th National CPC 
Congress and the Second Session of the Eighth National Peo- 
ple’s Congress; further emancipate our minds; carry out the 
reform program in an overall manner; open wider to the outside 
world; work hard to readjust the structure; raise economic 
efficiency; firmly establish the basic framework in building the 
socialist market economy; promote the regional economy in a 
sustained, rapid and healthy way; and maintain social stability 
while making overall progress. 


The main targets for promoting Ningxia’s economic and 
social development in 1994 are as follows: 


—The GDP in Ningxia should reach 11.4 billion yuan in 
1994, an increase of 9 percent over 1993, of which the 
primary industry should grow 4 percent (6 percent in the 
total agricultural output value); the secondary industry 9 
percent (10 percent in the total industrial output value); 
and the tertiary industry 13 percent. 


—The local investments in fixed assets should reach 4.44 
billion yuan, up 9.4 percent, of which investments from 
local state-run units on capital construction should 
amount to !.38 billion yuan and investments for technical 
renovations 750 million yuan. 


—The local revenues after the implementation of the system 
of dividing taxes should reach 602 million yuan, an 
increase of 9.8 percent when calculation is made in terms 
of comparable items. 


—The total value of imports and exports should reach 
US$175 million and we should strive to achieve the goal 
of US$190 million, and expect to introduce US$35.5 
million foreign capital into the autonomous region. 


—The value of retail sales in Ningxia should reach 4.9 
billion yuan, up 14 percent. 


—The general level of retail sales in Ningxia should be 
controlled around 10 percent. 


—The proportion of births to population should be kept 
below 19.41 per thousand and the natural rate of popu- 
lation growth 14.48 per thousand. [passage omitted] 


IV. Further Improve Government Work 


This year, the governments at various levels will face an 
extremely arduous task in reforming and developing them- 
selves. Only by accelerating the change of the operating 
mechanism of state enterprises, keeping government 
employees honest and industrious, and helping them 
improve their work style and raise their work efficiency, will 
it be possible for them to keep pace with the new situation 
and carry out their tasks on a solid bases. 
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—Accelerate the change of government functions To reform 
the structure of government institutions and change their 
functions is a necessary requirement in building socialist 
market economy and accelerating economic develop- 
ment. Right now, our major problems are overstaffing, 
lax discipline and low work efficiency. The governments 
at various levels must change their functions by sepa- 
rating the functions of government from those of enter- 
prises and closely following the principle of achieving 
simplification, uniformity and efficiency, reduce the 
bureaucracy, strictly enforce party discipline and increase 
work efficiency. We must make use of the reform program 
to gradually separate the functions of the government 
from those of the state property owners in carrying out 
social and economic control; separate the functions of the 
government from those of the enterprises in handling 
administrative work; and establish a flexible and highly 
efficient administrative system which meets the require- 
ments in building socialist market economy. We must be 
determined to eliminate some special economic depart- 
ments and organizations with overlapping functions, 
reduce a number of temporary, ad hoc establishments, 
and strengthen those departments charged with 
macro-economic control and supervision as well as those 
responsible for the management of social affairs. 


The reform of government institutions in the autonomous 
region will start this year in an overall manner. The auton- 
omous region will carry out this structural reform alter- 
nately with various prefectures, cities, counties, and town- 
ships. Such reform will be basically completed during the 
first half of the next year, while the reform at the autono- 
mous regional level should be basically completed within 
this year. The reform of the institutions at the prefectural 
level must be accompanied by a redrawing of administrative 
areas and the improvement of the administrative system. 
The reform at the county level must be accompanied by the 
strengthening of the grassroots political power and the 
expansion of the network of collectivized services in rural 
areas. In carrying out structural reform, we must help 
various departments clearly define their functions and sizes, 
introduce the responsibility system for departments at var- 
ious level and their employees, and combine the stream- 
lining of government institutions with rationizing the com- 
position of their staff and improving the quality of staff 
members. We must make proper job arrangements for the 
displaced staff members, and implement the system of civil 
service after the completion of the structural reform. 


Firmly change the work style. In order to smoothly fulfill 
this year’s task, the governments and departments at var- 
ious levels must firmly improve their work style, raise their 
professional standards and quality and increase their work 
efficiency. All government employees must always keep in 
mind their aim to wholeheartedly serve the people, dili- 
gently carry out their duties and perform actual deeds for 
the masses. They must exert strenuous efforts in improving 
services, raising efficiency and carrying out their work on a 
solid ground; and ensure that the various policies of the 
party and the state are resolutely implemented. The leading 
cadres at various levels must vigorously conduct investiga- 
tion and study, maintain close touch with reality, go deep 
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into the basic-level units, regard the major issues and 
difficult problems that need to be settled as the main topics 
in conducting their investigation and research, and work out 
realistic countermeasures and solutions. It is necessary to 
establish a system for making democratic and scientific 
policy decisions, respect the pioneering spirit of the masses, 
and do a good job in guiding, protecting and fully displaying 
the enthusiasm of the large number of cadres and masses. 
We must persistently seek truth from facts, conscientiously 
overcome bureaucracy and formalism, listen attentively to 
the views of the masses, concern ourselves with the hardship 
the masses, and extricate ourselves from our social appoint- 
ments and paper work. We must talk less but do more; pay 
attention to major issues; handle more difficult tasks: per- 
form more actual deeds; and carry out our work in a 
down-to-earth manner. We must persistently uphold the 
system of showing results attained by government institu- 
tions, strengthen administrative discipline and ensure the 
implementation of administrative decrees. 


Continue to penetratingly develop the struggle against cor- 
ruption. To keep government employees at all levels honest 
and industrious is a necessary requirement and important 
guarantee to building socialist market economy and pro- 
moting economic development. We must not slacken our 
efforts even slightly. We should earnestly implement the 
decision of the central authorities in waging the anti- 
corruption struggle. Leading cadres, particularly cadres at 
and above the county and department levels, must take the 
lead in performing their duties honestly, and become 
models in observing law and discipline, and work selflessly 
for public interests. We must resolutely punish the handful 
of government employees who have degenerated. In han- 
dling major and important cases involving leading cadres, 
we must do away with all interferences and prosecute the 
offenders according to law. We must continue to handle 
special prosecutions and combat unhealthy trends. We 
should further strengthen the system of keeping the govern- 
ment clean and honest, improve supervision by public 
opinion, by the society and by the supervisory organs. We 
must strive to use legal and administrative means to prevent 
corruption practices from emerging and spreading. Govern- 
ment employees at all levels must remain clean and honest 
and exercise self-discipline, and dedicate themselves to 
serving the people. We must promote frugality and practice 
economy, and wage arduous struggles to oppose extrava- 
gance. [passage omitted] 


Liaoning’s Economic Ties With Northeast Asia 


94CE0447A Shenyang BOHAI SHANGBAO in Chinese 
29 Mar 94 p 3 


[Article by Liaoning Provincial Social Sciences Academy, 
Economic Research Institute Director Li Xiangping (2621 
0686 1627): “Liaoning and Economic Cooperation in North- 
east Asia: Opportunities and Policy Recommendations”] 


[Text] Today, the world economy is undergoing readjust- 
ments and regionalization of the international economy is 
beginning to take shape; in Northeast Asia, international 
cooperation, though starting later than elsewhere, is begin- 
ning to accelerate. This is particularly so in Japan which, in 
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trying to reduce the economic burden of slow growth in 
some sectors of the country’s main economic axis (a zone of 
heavy concentration of industries linking nine urban centers 
such as Tokyo, Kobe and Osaka), is urgently seeking inter- 
national cooperation with countries contiguous to the Japan 
Sea to develop a second axis in the area north of Kyoto and 
the coastal area along the Japan Sea. Concerned local 
governments in Japan are making new plans for industries 
in this area by constructing basic infrastructure facilities, 
establishing free ports and taking a series of initiatives to 
engage neighboring countries in direct discussions over 
cooperation in relevant areas. Japan’s actions fall right in 
step with developmental needs of other Northeast Asian 
countries. Both the Republic of Korea, which seeks to 
develop the area bordering the Tonghae (Korean name for 
the Japan Sea) and to speed up the changing and upgrading 
of its industrial structure, and Russia, which desires to 
develop the rich natural resources of its Far East region, 
need access to markets and new production facilities of 
neighboring areas in Northeast Asia. Analysis suggests that 
from the 1980s to the early part of the next century, China’s 
development has seen three stages of growth, beginning in 
the south and moving northward, which will in term spur 
economic development in the country as a whole. The first 
growth stage started with Guangdong which, relying on its 
special geographic relationship with Hong Kong, formed 
and built up the south China economic zone, and achieved 
the benefits of reform, opening up and development not 
shared by other provinces, setting in motion the waves of 
industrial revolution during the 10 years of reform in China. 
From the 1990s onward, the Central Government has begun 
to favor the Shanghai-Pudong area, granting favorable con- 
ditions for its economic renewal, restructuring and develop- 
ment, enabling Shanghai to use its substantial economic 
strength and position to help the country’s internal and 
external developments, and using this the second stage of 
growth to spur continued development of the national 
economy. By the beginning of the new century, the central 
government will turn its attention to areas bordering the 
Bohai Sea and the old industrial base such as Liaoning and 
elsewhere; at that time, Liaoning can look forward to relying 
on international cooperation in Northeast Asia to complete 
its substantive renewal, and benefiting from the third stage 
of growth which will bring China to becoming a mid-grade 
developed country. 


Summarizing the above, it can be said that the Northeast 
Asia economic area is based on developmental needs of the 
area and relevant countries themselves, and the combined 
economic benefits to all can sweep away any noneconomic 
obstacles and open up a new era in the Northeast Asian 
economic area. 


Within the Northeast Asia economic area, Liaoning is 
situated at the hub of both the transportation network and 
the circulation of goods. Viewed in terms of transportation, 
the main channel linking the coastal areas of Northeast Asia 
and China’s interior is the rail trunk line of Fugang- 
Dalien-Shenyang-Jiningxian-Russia’s Siberia; another fast 
and convenient channel conceivably available at some 
future point runs from Japan through an undersea tunnel to 
Pusan, on to Seoul, Pyongyang, Shenyang and points north. 
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Other channels, such as the Xinxie-Tumen- 
Manzhouli-Chita line which, limited by the present small 
quantities of goods circulated, is not likely to become a main 
trunk line linking sea-land transportation in Northeast Asia 
within this century. Transportation routes often lead to 
economic development. Liaoning, using its advantageous 
position in the transportation network, can look forward to 
becoming an important wing in the main axis of the 
Northeast Asia economic area. In terms of division of labor 
and circulation of goods, although Liaoning’s level of devel- 
opment is lower than that of comparable areas in Japan and 
South Korea, Liaoning is not substantially behind in terms 
of its industrial stage of development. The area north of 
Japan’s Kyoto and along the Sea of Japan coast was the base 
of Japan’s traditional industries including the heavy chem- 
ical industries, and not Japan’s [modern] industrially devel- 
oped area, and the difference vis-a-vis Liaoning is not as 
great as people may imagine. Therefore, Liaoning, South 
Korea and Japan’s coastal areas are comparable and 
together constitute the developed and relatively developed 
areas of the Northeast Asia region. From the central part of 
Liaoning, north and westward to Russia’s Far East hinter- 
land, to eastern Mongolia, Northeast Inner Mongolia and to 
northern Jiangxi and Fujian, this is a large area making up 
the hinterland of the NE Asia economic area which is next 
to be developed. Because Liaoning’s middle-grade tech- 
nology can link up with economies of the above-mentioned 
developed and developing areas, Liaoning stands to gain 
given its advantageous position as these areas begin to open 
up to the outside world. Unquestionably, the day when this 
possibility is realized will be the time that Liaoning’s old 
industrial base will be revitalized. 


Therefore, Liaoning should look ahead to the future and, to 
carry out concrete initiatives to promote the Northeast Asia 
economic area, consider adopting new policies in the 
following areas: 


First, determine a positive international market strategy, 
and direct the policy of opening toward the Northeast 
Asia region. This is not to suggest that we change the basic 
policy of opening to the outside, but following the prin- 
ciple of gaining benefits for both sides, we should select 
markets with the most potentials and gradually develop a 
stable international division of labor by adjusting the 
enterprise structure on a reciprocally beneficial basis. In 
moving toward this direction, we should carry out 
suitable preferential policies to promote and advance 
cooperation. 


Second, base the policy of developing an industrial policy 
to promote change and upgrading the industrial structure 
through opening to the outside. With a new structure, we 
advance to the level of the developed zone within the 
Northeast Asia region. In Japan, coastal areas in northern 
Kyushu are positively promoting industrial structural 
readjustment, seeking to move the traditional heavy 
chemical industries to the China mainland, keeping in 
Japan the advanced, high-tech components of these 
industries and vigorously developing a new high-tech 
industrial strategy. From the standpoint of resources, 
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Liaoning no longer has any advantage to develop tradi- 
tional heavy chemical industries, and if more investments 
were drawn to such industries, it will only exacerbate the 
limitations on development of such industries and cause 
them to be mired in even grater difficulties. Liaoning 
should adopt an industrial policy similar to that of 
Northern Kyushu in Japan, by dispersing the first-stage of 
production of heavy industries and moving it to the 
interior, by vigorously developing the advanced and high- 
tech components of these industries and, at the same 
time, positively developing [other] new high-tech indus- 
tries. Therefore, Liaoning should adopt even more favor- 
able preferential policies to attract foreign investment in 
new high-tech industries, strengthen further the coastal 
area new high-tech zones and the building of basic infra- 
structure facilities, and compete with other similar areas 
in Japan and South Korea for investment in new, high- 
tech industries by offering an even more advantageous 
investment environment. 


Third, promote policy coordination and direct dialogue with 
various local governments in the Northeast Asia region. 
Planning officials of relevant local governments in Japan 
have pointed out that international cooperation in the region 
should have the special characteristic of direct cooperation 
between neighboring countries in the area, and called upon 
various local governments to enter into direct contact and 
negotiations for construction of infrastructure facilities along 
the coastal areas. Government departments on our side 
should respond positively to such suggestions which create a 
policy environment conducive to cooperation. 


Fourth, establish a repository of information and reference 
sources on Northeast Asia international cooperation. To 
begin with, we should devote effort to foster cooperation 
and pooling of knowledge capital among the societies in 
Northeast Asia. It is the intellectual and scholarly circles 
that suggested and actively promoted the concept of coop- 
eration in the Northeast Asia region. Intellectuals and 
scholars are the most important asset in the information 
age—they are society’s knowledge capital, and will be of 
pivotal importance in the development of the future North- 
east Asia economic area. To meet today’s demands against 
a background of international cooperation in Northeast 
Asia, we should also promote scholariy exchanges in our 
own area, take greater initiatives to support scholars and 
intellectuals in building information and reference reposi- 
tories to strengthen the atmosphere for international coop- 
eration in Northeast Asia, stimulate new thinking on 
cooperation, and provide direct informational and intellec- 
tual support to bring about such cooperation. 


Zhejiang Urban Residents Increase Income 


94CE0521V Hangzhou ZHEJIANG RIBAO in Chinese 
25 Apr 94 p 2 


[Summary] According to a survey of 1,510 urban house- 
holds in Zhejiang Province, in the first quarter of 1994 per 
capita income was 1279.12 yuan, the actual increase was 
16.9 percent after deducting for inflation. Per capita 
expenses in the first quarter were 952.00 yuan, the actual 
increase was 9.5 percent after deducting for inflation. 
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Article Deems Foreign Enterprises Tax Evasion 
‘Serious’ 

94CE0417A Hong Kong PAl HSING [THE PEOPLE] 
in Chinese No 37, 26 Feb 94 


[Article by Ho Kang-hua (0149 1660 5478)} 


[Text] Since China initiated reforms and opened up to the 
outside world, she has attracted a large volume of foreign 
investment. This has had a great effect on China in the way 
she has changed. However, official circles are also aware 
how this foreign capital, in a covert way, is changing the face 
of Chinese society. It can be said that the feeling in official 
circles toward foreign business is a mixed one of love and 
hate, much like lovers who do not know when they will have 
another quarrel. 


Recently, ihe Ministry of International Trade and Eco- 
nomics of the State Council conducted a large scale survey 
focusing on some of the solely foreign-funded enterprises in 
Dalian, Shenzhen, Zhuhai, and Xiamen to further under- 
stand the influence of such businesses after their appearance 
in China. The results show several problems that warrant 
attention. 


Ae Foreign Funding in Tens of Billions (U.S. 
Dollars) 


Up to the end of September 1933, about 10,000 solely 
foreign-funded enterprises had been approved, for a total 
investment close to US$20 billion U.S. They comprised 16 
percent of the three kinds of foreign trade enterprises, and 
25.3 percent of the total foreign capital investment agreed 
upon. The rapid rise and development of solely foreign- 
funded enterprises took place after 1988. From the begin- 
ning of 1988 to September 1993, 10,000 of solely foreign- 
funded enterprises had been approved, with an agreed upon 
investment totalling more than $20 billion (actual amount 
invested was $3 billion), comprising 98 percent and 92 
percent respectively, of the aforementioned totals. At 
present, enterprises already established and started on pro- 
duction, and those in process of construction make up more 
than two-thirds of the solely foreign-funded enterprises 
approved. These enterprises are located mostly in special 
economic zones and opened coastal ports. For example, in 
the Shenzhen Special Economic Zone, approval had been 
granted to about | ,500 solely foreign-funded enterprises by 
the end of September 1993. These enterprises were engaged 
primarily in electronics manufacture, mechanical pro- 
cessing, industrial chemicals, light industry, construction 
materials, textiles and clothing, real estate etc. Investors 
were primarily from Taiwan, Hong Kong, Macau, Japan, 
the United States and Germany. 


Rapid Growth on a Large Scale 


In studying the tendencies of these solely foreign-funded 
enterprises, official circles discovered that since 1988, 
development of these enterprises exhibit two outstanding 
characteristics: 


1) The speed of growth and the continually increasing scope 
of capital investment. 
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In 1988, only 410 solely foreign-funded enterprises were 
approved for all of China, with an agreed upon capital 
investment totalling $480 million U.S. By 1989, this 
figure had increased to 931 enterprises, with an agreed 
upon capital investment totaling $1.654 billion; by 1990, 
to 1,860 enterprises with investment totaling $2.444 
billion; by 1991, to 2,793 enterprises with investment 
totalling $3.667 billion; by 1992, to 3,607 enterprises 
with investment totalling $5.210 billion; and by 1993, to 
4,100 enterprises with the investment total in excess of 
$6 billion. 


2) Increases in project size and in volume of capital invest- 
ment from Taiwan. 


Solely foreign-funded enterprises everywhere usually 
start on a small scale. In the beginning, they were usually 
small and of an exploratory nature, but grew as time 
went on. Take the situation in Dalian as an example. 
Before 1986, capital investment in a solely foreign- 
funded enterprise averaged $1,458,800. Since 1988, the 
average capital investment had been on the rise—up to 
$1,573,800 for that year. By 1993, the average capital 
investment had increased to $3.5 million. 


Increases in Taiwan Investment and in Large Scale 
Projects 

In recent years, following continued improvement in the 
investment environment, the number of solely foreign- 
funded enterprises has been on the rise. At present, of such 
enterprises with a capital investment in excess of $10 million, 
25 are located in Xiamen, nine in Zhuhai, and six in Shen- 
zhen. In Dalian, there is only the “Jieneng Dalian Office 
Equipment Co., Ltd.,” a solely Japanese-owned enterprise in 
which more than $100 million has been invested. 


The growth of solely foreign-funded enterprises owned by 
Taiwan business is most marked along the coast of Fujian 
Province. For example, among the 840 solely foreign- 
funded enterprises located in the city of Xiamen, 625 are 
owned by Taiwan business. Among 756 already approved 
enterprises funded by Taiwan investors, 76 percent of them 
are sole-proprietor enterprises owned by Taiwan business. 


However, we cannot have it both ways. At the same time 
that foreign investment benefits China in many ways, it is 
also accompanied by many problems, of which the following 
two are quite serious. 


1) Serious tax evasion accompanying outstanding economic 
benefits. 


Solely foreign-funded enterprises usually adopt up- 
to-date techniques and equipment. Enterprise manage- 
ment is strict, and their products are strongly competi- 
tive on the international market, while reaping good 
economic benefits and great profit. According to fol- 
lowup analysis by the Xiamen Committee on Foreign 
Investment of economic benefits received by some 
important enterprises among 680 solely foreign-funded 
enterprises that are in production, 94.1 percent are 
making a profit, while only 79 percent of joint venture 
enterprises are doing the same. Statistics compiled by 
the Zhuhai Committee on Economics and Trade for 
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1991 also showed that among 210 solely foreign-funded 
enterprises already engaged in production, 173 were 
making profits that totalled more than 100 million yuan. 
The 88 enterprises that did not show a profit incurred 
losses totalling 52 million yuan, 54.7 percentage points 
of the deficit covered. However, among the 530 solely 
foreign-funded enterprises (including those already in 
production) granted approval, close to 200 of them had 
their investment capital increased in recent years to 
more than 200 million yuan, which comprised 32 per- 
cent of the agreed upon quota. 


How the solely foreign-funded enterprises frequently use 
a high-cost import and low-priced export technique to 
transfer their profits out of China, or use a branch 
company to do so is reflected wherever these enterprises 
operate. This is done to achieve their goal of paying as 
little tax as possible. According to statistics compiled by 
the port of Xiamen, the value of output from solely 
foreign-funded enterprises in Xiamen for 1992 was 41.2 
percent of that from all foreign ventures in Xiamen, but 
the enterprise income tax from the solely foreign funded 
operations was only 11.4 percent of that paid by all 
foreign ventures. 


2) Tense internal labor-management relationships. 


Because solely foreign-funded enterprises do not have a 
middleman, and the “Law on Foreign Ventures” does 
not clearly define such a management slot for these 
enterprises, labor-management relationships within such 
enterprises are not easy to handle. Moreover, certain 
solely foreign-funded enterprises, especially owners of 
smaller operations at certain ports, will cut costs wher- 
ever possible, in pursuit of maximum profit. To do so, 
they will prolong normal working hours at will, and 
overlook improvement of working conditions on one 
hand, and on the other, adopt an arbitrary parental 
approach that uses physical punishment, bag and body 
searches, so that the conflicting relationship between 
workers not used to such treatment and the enterprise 
owner worsens, leading to work strikes and resistance. 
This phenomenon has been noted in places such as 
Dalian, Zhuhai and Xiamen. Take Xiamen for example. 
More than 30 strikes have taken place during the last few 
years, the largest strikes being one where more than 700 
workers collectively “walked off’ for one day, and 
another where 250 workers stayed off work for 3 days. 


Because solely foreign-funded enterprises are expanding 
so fast and coming on so strong, and China has yet to 
have a corresponding policy, regulations and supervi- 
sory mechanism to keep up with them, such enterprises 
have urgent management problems that need to be 
resolved. They are: 


1) The state’s lack of measures to implement effective 
tax oversight on profits of solely foreign-funded 
enterprises. At present, some of these enterprises 
have yet to seriously implement an independent 
accounting system, as they regard their enterprises 
only as subsidiaries of foreign companies, through 
which they can avoid inspection and oversight by 
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taxing agencies. Even as some of them have yet to set 
up a Strict finance accounting system, they have not 
set up independent financial records either, or they 
may keep several sets of books instead. The accounts 
between quite a number of enterprises and their 
parent companies are often unclear, for they regularly 
use the “high-cost import” and “low-price export” 
technique to transfer their profits to avoid taxes. 


2) Clarification of rules and regulations dealing with for- 
eign ventures. This problem was noted from evaluation 
of solely foreign-funded enterprises, one of considerate 
concern to all local agencies of economics and foreign 
trade. Even as the “Regulations on Implementing the 
Law on Foreign Ventures” have been announced, some 
problems still remain to be clarified, making it difficult 
for those responsible for granting approval to make a 
decision. For example, with respect to an item of sole 
ownership involving plant and facility construction that 
does not require a petition for land use, does it still 
require the planning committee to establish an item? 
Does an enterprise funded solely by an individual need 
to establish a board of trustees, and if so, how shall it go 
about it? What about the legal basis for changes, disso- 
lution, exchanges between shareholders, and share clas- 
sification? What about the legal basis for the way capital 
is invested in a solely foreign-funded enterprise, time 
limits on capital payments, termination conditions etc.? 


3) Important management problems. This includes inad- 
equate capital payments into a solely foreign-funded 
enterprise, striking a proper ratio between production 
and marketing as determined, resolving long-time 
resistant deadlocks, setting up a legal person as an 
enterprise item, unwillingness to provide statistical 
reports etc. People on the Chinese mainland do not 
know how to deal with such problems. 


4) Other problems. Most important is the pressure for 
medical care, housing, family planning, public safety 
and other services needed by the large labor force 
imported from outside the immediate area to work in 
solely foreign-funded enterprises. Once these enter- 
prise operations have been fulfilled or completed 
ahead of time, these workers become surplus baggage. 
As many of these enterprises are labor-intensive 
operations, their expansion frequently leads to 
fighting with local enterprises for water, electricity, 
materials, markets etc. By taking away space that 
could be used for development of a new hi-tech 
industry, they hinder development and progress for 
the local industry as a whole. Furthermore, how to 
make timely duty refunds on indirect export of prod- 
ucts from these enterprises, in accordance with 
related regulations (such a problem with duty refunds 
occurred in Xiamen where several solely foreign- 
funded enterprises owned by Taiwan business made a 
joint petition), how to resolve the labor management 
problems that frequently occur, ands how to protect 
the enterprise workers’ welfare and other legal bene- 
fits are all very knotty problems. 
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Treasury Bonds as Solution to Deficit Problem 


94CE0435A Beijing JINGJI RIBAO in Chinese 
25 Mar 95 p7 


[Article by Cai Yan (5591 6056) titled: “Looking at the 
Budget, Talking About Government Bonds”] 


[Text] This year’s budget report contains something that has 
attracted people's attention, and this is the fact that in 1994 
total debt will reach 129.245 billion yuan. In a country like 
China, with a marked contradictions between the supply of 
and demand for funds, this debt figure is a strong indication 
of the difficult situation faced by central financial organs. 


Just how is this debt figure of 129.245 billion yuan calcu- 
lated? The report reflects the three major parts to the 
calculation: first, a total of 66.919 billion yuan through the 
issuance of domestic bonds to meet normal financial rev- 
enue and expenditure difference; second, 48.081 billion 
yuan in bonds to repay this year’s matured debts plus 
interest; third, there is the state’s foreign borrowing of 
money, amounting to 14.245 billion yuan, used for national 
key construction projects. In short, there is the need to make 
up for the deficit, and borrowing new debt to service old 
debt and adding in key construction projects. 


One major change in the debt plan is that from this year on, 
the financial deficit will not again be made up through the 
expedient of overdrawing on the central bank, but will be 
solved through the issuance of government debt instru- 
ments. This, from an objective point of view, will enable 
China to even more clearly determine the economic situa- 
tion and financial conditions. Because under conditions 
that the government is financially overdrawn, if the bank 
does not tighten lending, the overdrawn condition will 
surely lead to the issuance of more currency, due to the fact 
that there is no corresponding guarantee of commodities 
and labor services, the result will inevitably be an increase in 
inflation. For this reason, the change described above will be 
beneficial for macroeconomic regulation and mitigating 
inflationary pressures. 


The issuance of state bonds to raise funds has always been a 
major method for governments to regulate the economy. In 
the 13 years since 1981 that China has returned to the 
issuance of debt obligations, government issuance of bonds 
has had an active effect on the raising of construction capital 
and on the development of a government debt instrument 
market. In particular, after 1988 attention has been given to 
using market methods (such as the establishment of a state 
bond trading market, and buying and selling of contracts), 
and after the launching of state bonds, there has been a great 
change in the government debt situation, though after the 
second half of 1992, due to market changes there has been 
no choice but to return to administrative measures to 
promote sales of government debt instruments. What has 
made people think hard was why administrative measures 
did not work and market methods have a difficult time 
stabilizing the market? The key lies in reform of the govern- 
ment debt market, which has not really been established on 
the basis of a socialist market economy, and in addition, 
there has been no corresponding reforms and policies. For 
this reason reform in government debt issuance should be 
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linked with the development and improvement of the 
financial markets, to make state bonds become the major 
linking point between fiscal policy and monetary policy, 
through the implementation of state bond mortgage and 
discount policies to push financial organs to hold a certain 
proportion of government debt, and make government debt 
into a major method for the central bank to take in and put 
out currency and strengthen monetary management. 


From the budget report, we can look at the debt, and 
consider the reality of the year by year expansion of the 
financial deficit, and note that the national debt is also 
progressively expanding. If state finances progressively 
increase their reliance on the issuance of bonds, this is 
bound to progressively add to the interest burden, and have 
an adverse effect on the improvement of the financial 
situation. For this reason, as commenting on the debt, 
people place hope on reform of the financial and tax 
systems, and this is a major factor for reform and develop- 
ment, and is also a basic condition for fundamentally 
improving financial conditions. 


Official on Foreign Exchange System Reform 


94C E0435B Beijing JINGJI RIBAO in Chinese 
I] Apr 94 p 3 


[Article by Wang Zhi (3769 2535): “Reform of the Exchange 
Rate System Moves into High Gear”) 


[Text] Starting on | April, taking as a symbol of the forward 
operation of the nationwide unified interbank foreign 
exchange market and comprehensive implementation of a 
bank foreign exchange conversion and foreign exchange 
selling system, China’s foreign exchange management 
system reform will push forward on the basis of the three 
month transition period of earlier this year. This series of 
undertakings has already attracted broad attention from 
media circles at home and abroad. On 30 March, the State 
Foreign Current Management Oifice, Policy Regulations 
Department Department Chief Yang Gonglin agreed to an 
interview by this reporter. Department Chief Yang pro- 
vided a detailed and authoritative elaboration of matters of 
concern to readers. 


The transition period of reform is going smoothly, the 
RMB exchange rate is basically stable 


Since the start of reform of the foreign exchange system, the 
originally specified program called for a transition period of 
January to March, the reason being that the pace of reform 
was quite substantial, which contained much substance, and 
some measures had to be implemented in succession up to 
April |. Looking at the situation at present, during these 
three months, China’s foreign exchange management 
system reform has seen the transition from the old to the 
new system. 


First, a smooth change has been brought about from dual 
exchange rates to a single exchange rate, and the basic 
stability of the exchange rate has been maintained. 


Second, the turnover of foreign exchange to higher author- 
ities and the retention of a portion of foreign exchange have 
been eliminated, and a bank foreign exchange conversion 
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system has been implemented, increasing the amounts of 
foreign exchange on hand. Foreign currency on hand at the 
end of last year was $2!.1 billion, which at present it has 
reached more than $27 billion. It should be stressed that this 
is mainly due not to an increase in export generated foreign 
exchange, but reflects changes in foreign exchange alloca- 
tion mechanisms. Following the elimination of the turning 
over of foreign exchange to higher authorities and the 
retaining of foreign currency, enterprises were happy to go 
to the bank for foreign exchange conversion, and have also 
taken foreign currency retained abroad and returned it for 
conversion. In addition, in the non-trade area, after the 
issuing of foreign exchange certificates (FEC) ceased, there 
was direct formation of foreign exchange income, and there 
was some foreign exchange income earned last year year has 
been recalled for conversion this year. Due to these factors, 
the overall increase in foreign exchange income can be 
explained by the smooth progress of this reform. But we also 
cannot be blindly optimistic, there is also a need to increase 
export generated foreign exchange. During the transition 
period, the People’s Bank has adopted a number of mea- 
sures to ensure that enterprises that are importing can use 
foreign currency. 


Third, after the issuing of FECs ceased, the reclaiming of 
FECs has gone smoothly, and up to the end of February, 
close to | billion yuan worth of FEC had been reclaimed, 
though several hundreds of millions remain in circulation. 


Fourth, the interbank foreign exchange market has been 
prepared, and already, in the five cities of Beijing, Shanghai, 
Tianjin, Hangzhou and Shenzhen a linked network has been 
achieved, and starting from | March, foreign exchange 
transactions are being conducted transregionally, while the 
test running results have beeu very good. After | April, other 
cities will be linked one by one to the network including 
Guangzhou, Xiamen, Chengdu, Wuhan, Nanjing, and 
Qingdao, and there will be a progressive expansion of the 
area of coverage. 


Here I must stress that in some locales people are saying that 
the network has encountered difficulties, and that the oper- 
ation of interbank foreign exchange market will be post- 
poned, hence deducing of exchange rates cannot be stabi- 
lized. This rumor is completely unfounded, and the stability 
of exchange rates is primarily determined by the supply and 
demand relationship of foreign currencies, and bears no 
direct relationship whatever to the network. 


At the same time, within the transition period, the relevant 
concrete implementation plans were drafted, in order to 
gradually place the reform program implementation on an 
institutional basis. Each bank, in order to enter the unified 
market, also is properly handling the mental and technolog- 
ical operational preparation. 


The reasons for those achievements that have been attained 
within the transition period include: one, this instance of 
reform is a steady deepening of the previous several 
instances of foreign exchange system reform; second, the 
policy measures are reliable, and retain the foreign exchange 
swap centers for supply of foreign currencies, while the 
central bank makes up the difference to ensure that there is 
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not advantage in the foreign exchange; third, the transpar- 
ency level is high, and has been understood and supported 
by all. In the process of reform, maintaining stable exchange 
rates is a very important condition. Modern exchange rates 
are a product of the market, and are produced on the basis 
of a weighted average price of the foreign exchange bought 
and sold throughout the country in the 18 foreign exchange 
swap centers, and basically reflects market supply and 
demand relations. At the same time, due to the practice of 
the foreign exchange conversion system, and increases in the 
state’s foreign exchange surplus, the ability of the state to 
intervene in the market also increases. 


A Unified Foreign Eushenge Market Begins To 
Operate, the Price Formation Mechanism is Becoming 
More Perfected 


Starting on | April, operation of a national unified inter- 
bank foreign exchange market began, in contrast to the 
situation in the past where scattered enterprises used a 
nonstandard market to conduct foreign exchange transac- 
tions through swap centers. The past foreign exchange swap 
centers, even though it historically had a major effect, in the 
end it was decentralized, and nonstandard. Under the 
premise that banks convert foreign currency and sell foreign 
currency as a service to enterprises, the banks per se will 
engender the problem of regulation of foreign currency 
funds. Hence banks must mutually buy and sell foreign 
currencies, and at the same time, objectively they can 
demand that the central bank handle intervention in the 
foreign exchange market. 


The foreign exchange center established in Shanghai is a 
leap into the foreign exchange market. The market will take 
headquarters of all banks involving domestic foreign 
exchange work as its principle focus. At the same time will 
allow foreign capital banks to apply for admission. Consid- 
ering the conditions of China’s current stage of development 
and the stipulations in the foreign exchange system reform 
plan that ensure no change in foreign-funded enterprise, 
foreign exchange management, swap centers will still be 
retained, this will primarily be of service to foreign currency 
regulation among foreign-funded enterprises, and assist 
them in maintaining balance. However, the prices of swap 
centers will be consistent with the prices of the unified 
market, this is an issue which is being put into effect. 


After the formation of a unified market, rational operation 
of foreign currency funds will be promoted, and different 
foreign currency prices engendered by foreign currency 
supply and demand imbalances between regions will be 
resolved, further perfecting the price formation mechanism, 
and this will be beneficial to stabilizing exchange rates. 
From now on the interbank foreign exchange market trans- 
action first day closing price will be taken as the primary 
basis for the central bank published second day RMB to US 
dollar middle rate. 


Looking at the current supply and demand situation, foreign 
currency supply will be ensured, while foreign currency 
demand will also not suddenly increase. Therefore, foreign 
exchange prices will remain stable at the current levels. 
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Comprehensive Implementation of Currency Conversion 
Currency Purchasing, Foreign Exchange Quotas Will 
Not Be Abolished 


Starting on | April, there will be a comprehensive imple- 
mentation of a bank currency conversion, and currency 
purchasing system. However, there will also need to be an 
adjustment period, as the past operation sequence of enter- 
prise foreign currency employment has already been com- 
pletely replaced by the new system, and for this reason it is 
necessary to as rapidly as possible become familiar with the 
new sequence. 


The enterprise foreign exchange employment examination 
and approval system has basically already been abolished, 
and enterprise foreign exchange employment has become 
much more convenient. At the same time even more pres- 
sure is being placed on enterprises, and it is necessary to 
protect against exchange rate risks, while the basic stability 
of the RMB exchange rate depends on the concern and 
safeguarding of enterprises and various circles of the society. 
Enterprises, in the process of engaging in international 
trade, must pay attention to forecasting trends in various 
currencies, and choose a suitable currency for settling 
accounts, while mastering the use of financial methods for 
avoiding and reducing exchange rate risks. 


At present in the society there are rumors that indicate the 
foreign exchange quota on | April must be abolished or 
people will be forced to sell. This is completely without 
foundation. In the past the foreign exchange quotas that 
enterprises had still can be used by at the enterprises’ own 
initiative, and there is no issue that became invalid on | 
April. In addition there will be no coercion to sell, therefore 
enterprises can be completely at ease, and there is no need to 
believe all that one hears. 


Shanghai Securities Markets To Attract 
International Market 


94CE0435B Beijing JINGJI CANKAO BAO in Chinese 
26 Mar 94 p I 


[Article by Li Zhenghong (0632 2973 1347) entitled: “The 
Goal: An International Capital Market” 


[Text]Though securities markets are volatile, and fast 
changing, as the years elapse in the end they leave a mark. In 
1993, when the Shanghai securities market developed at its 
fastest pace, the number of stock listing leaped by 2.2 times, 
and the total shares on the market surged some 4.5 times, 
and when it came to companies listed on the market, they 
went from only two earlier in the year and expanded to 36, 
and there was 2.8 fold increase in the number of member 
securities traders, while in particular, the market’s annual 
transaction total reached a volume of 500 billion yuan, 
making up half of the total volume of Shanghai market 
transactions. 


Shanghai’s plarned development target for this century is to 
again ascend ‘o the position of being one of the country’s, 
and even the Far Eastern region’s, economic, financial, and 
trade centers. Shanghai’s securities transaction market has 
in a period of just over three years, been the first to take the 
lead in tracing out a market domain that extends to the 
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entire country. The Shanghai Stock Market has already 
broken through regional barriers, and extended over 
national borders, converging into the systemic circulation of 
the international capital market. 


More than three years ago, on December 19, 1990, in the 
Shanghai city government’s tall gray building, the Shanghai 
Stock Exchange opened for business. This was the new 
China’s first Stock Exchange, and from this emerged 
China’s first new and developing capital market. 


What history must tell later generations includes: on that 
day, within the 477 square meter exchange hall, 46 dual 
broker seats, the hall’s main wall contained a 4.7 meter long, 
2.7 meter high electronic screen, which immediately dis- 
played the transaction situation of 8 stocks and 22 bonds, 
while the transaction center computer network linked up 
more than 100 terminals. The first batch of member stock 
brokers amounted to only 25 people, while the first market 
volume of business totalled 10.3 million yuan. 


Today, looking at the Shanghai Stock Exchange, at this 
location there are 6 transaction halls in use, with 2600 seats, 
and the number of stocks on the market has increased to 
11°, while there are now 481 members. 


In the space of three years, the Shanghai stock market 
overall volume of business has exploded from 280 million 
yuan to reach 20.1 billion yuan, and the market price total 
value has also gone from 1.3 billion yuan to 250 billion 
yuan. At the same time, the number of securities investors 
has expanded from 30 thousand to over 4.6 million people. 


The volume of trade on the Shanghai Stock Market, from 
the early day totals of 20 million yuan has grown to the 
present greatest volume of business close to 4 billion yuan. 
According to an analysis by experts, this is comparable to 
the 1992 level of the 100-year old “world class’ Hong Kong 
Stock Exchange. This means that the “three year old child” 
Shanghai Stock Exchange is comparable to the “one hun- 
dred year-old man ” Hong Kong Stock Exchange, and it’s 
“appetite” is only different by a year’s level. 


At present, more than 90 percent of the members of the 
Shanghai Stock Exchange are securities traders from various 
locales throughout the country; more than 70 percent of the 
investors are from provinces and cities outside Shanghai, 
spread over cities and towns and even reaching the border 
regions; in the Shanghai securities market, there are already 
more than 1100 securities business sites. The Shanghai 
Stock Exchange at present has already established links with 
the Fuzhou Securities Trading Center and succeeded in 
operating for 3 months, and also plans to complete major 
links with 10 securities trading centers including those in 
Guangzhou, Haikou, Chengdu, and Shenyang. 


What this series of numbers represents is the fact that there 
is no doubt that Shangai has already started down the road 
to becoming the radiation center for China’s securities 
market. In addition, its rapid development has also gotten 
the attention of securities circles in New York, London, and 
Tokyo, and they are saying “this is a fastest new and 
development capital market in history.” There are some 
foreigners in the business who predict that between 2010 
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and 2020, the Shanghai Stock Market will become one of the 
largest stock markets in the world. 


Since the emergence of Holland’s Amsterdam Stock Market 
in 1613, in stock trading activity there have been 380 years 
of development in world economic history, and in the three 
year period since the opening of the Shanghai Stock 
Exchange, through the use of modern high technology 
methods, the operational methods and market efficiency of 
the Shanghai securities market stand in the front ranks of 
current world stock markets. At the moment, the Shanghai 
Stock Exchange possesses an electronic computer system 
that handles 1800 transactions per second, and securities 
transactions are comprehensively implemented by com- 
puter automatic competitive price transactions, while a 
special purpose space satellite and earth laser fiber optic 
data transmission stereo communications network has been 
established; there has been a comprehensive implementa- 
tion of a no-paper system for securities transactions, and an 
automatic ownership transfer system has been imple- 
mented, along with same day accounts settling, and a central 
registration accounts closing system comparable to interna- 
tional standards has been formed. 


Taking the emergence two years ago of new China’s first 
RMB special stocks on the Shanghai securities market as an 
indication, the Chinese mainland’s securities markets in 
reality are already moving towards international capital 
markets, and last year the Shanghai Stock Exchange’s B 
shares listings went from 9 to 22, while the market overall 
volume increased from 800 million yuan to more than 1.8 
billion yuan; in addition, at present 50 overseas securities 
trading house representatives have seats on the Shanghai 
Stock Exchange, and this means for foreign circles that the 
door to China’s securities market is wide open. Last year, 
the mainland directly entered overseas capital markets with 
six large enterprises including Qingdao Beer, Shanghai 
Petrochemical, Guangdong Boat International, Magang 
Shares, and Kunming Machine Tools, and at the same time 
on the Hong Kong market H shares, their A shares also 
started to trade on the Shanghai Stock Exchange. Media 
circles will view this as the erection of bridges between the 
Chinese mainland and overseas capital markets. 


As China’s first capital market launched during reforn and 
opening, the Shanghai securities market is already having an 
ever greater deepening effect on China’s economic activity. 
Last year the Shanghai Stock Exchange ignited the ‘““Baoyan 
Disturbance,” following on the heels of this was the “Wan- 
shen Incident,” which was a precedent for new Chinese 
enterprises to use market methods for transferring property 
rights. It indicated that China's securities market, in the 
same way as the international securities market, is striding 
towards the function of becoming a multifaceted capital 
market. Stock markets not only serve as vehicles for enter- 
prises to raise funds, but also provides a concrete method 
for thousands and thousands of investors to directly partic- 
ipate in financial investment, and participate in share 
enterprise management; they also serve as a mechanism for 
enteprises to transform management, and better allocate 
property rights and resources. 
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Shanghai Stock Exchange General Manager Wei Wenyuan 
[1414 2429 3220], describes prospects for the development 
of the stock market in Shanghai over the next two or three 
years as follows: acceleration of the process of market 
internationalization, and the attraction of international 
capital; the promotion of the opening of the government 
bond market to the outside; the struggle to have large, 
well-known foreign corporations list stock on the Shanghai 
market. When it comes to development of the bond market, 
taking government bonds as primary, we need to create new 
types of trading products, and not only have a futures buy 
back business, but also there is a need for having option 
dealing, to supply services for reform of the financial 
system, and coordinate central bank regulation of the 
currency supply. 


In Shanghai’s most glamorous Pudong New Zone, the 
“Shanghai Securities Tower” has invested US$120 million 
and is each day “adding brick, adding tile.” In 1995, this 
3000 trading seat integrated securities services tower will 
use the world’s most advanced information handling and 
transmission system in dealing with the market. 


PRC Active in World Capital Market 


94CE0458A Beijing GUOJI JINGMAO XIAOXI 
[INTERNATIONAL TRADE NEWS} in Chinese 
9 Mar 94 p I 


[Article by Fei Shuang (7378 7208): “China Active in 
International Capital Market—World Credit Market 
Expanded Rapidly Last Year’’] 


[Text] The latest figures, on 27 February, from the Organi- 
zation for Economic Cooperation and Development 
(OECD) showed that in 1993 China strengthened its posi- 
tion as a main player in the international capital market by 
giving the fast-growing international market a pounding. 


In 1993 China issued stock with a value of $1.2 billion, a 
quarter of the value of all stocks issued in Asia. Last year the 
value of stocks issued in Asia increased by 250 percent, from 
$1.8 billion in 1992 to $4.5 billion. 


At the same time, in consortium loans China is the largest 
loan country in Asia, and the value of its total loans has 
increased from $2.7 billion in 1992 to $3.6 billion. China 
has almost a quarter of the value of all bank loans in Asia. In 
1993 its bank loans in Asia grew 30 percent, to $15.4 billion. 


China is also one of the main players in the bond market; in 
1993 it raised $3 billion by issuing bonds. This made the 
funds raised by China in the abovementioned three ways to 
toal $7.8 billion. 


The OECD also said that in 1993 the amount of loans on the 
world market grew by a third, to a record $811 billion. The 
demand for bond issues in Asia and Latin America caused 
the amount of capital raised on the markets of developing 
countries to reach an unprecedented $84 billion. The OECD 
added that the market activity could still be dynamic in the 
future. 


The part of the OECD report on trends in financial markets 
said that the cause of this amazing growth was that the 
amount of loans of OECD countries grew $150 billion, as 
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well as the active seeking of loans on the capital market by 
the dynamic Asian countries and the Latin American 
countries headed by Mexico, Brazil, and Argentina. 


The capital raised by OECD countries rose from $536 
billion in 1992 to $691 billion, accounting for 85 percent of 
world loans, the lowest figure since 1985. Among the main 
debtor countries in the OECD, America and Japan are still 
in first place. A survey showed that the capital raised by 
America and Japan increased respectively from $95 billion 
and $76 billion in 1992 to $125 billion and $85 billion. The 
capital raised by Germany almost doubled—from $28 bil- 
lion in 1992 to $65 billion. Next were France, which raised 
$58 billion; Britain, which raised $51 billion; and Canada, 
which raised $39 billion. 


The capital raised by the developing countries has almost 
doubled—from $47.3 billion in 1992 to $84.5 billion. Their 
share of the market has increased from 7.8 percent two years 
ago to 10.4 percent. 


Features of Policy Bank Viewed 


94CE0510A Beijing JINRONG SHIBAO in Chinese 
25 Apr 94 p 3 


[Article by Wang Zhi (3769 1807), affiliated with the PBC’s 
Financial Studies Institute: “A Brief Discussion of a Policy 
Bank”’] 


[Text] While academics and industrialists have conducted 
widespread discussions on how to convert specialized banks 
to commercial ones, with all press organs carrying many 
articles on this subject, which of course is an essential one 
still needing further discussion, it seems that relatively 
speaking, they have not paid enough attention to ways of 
establishing a policy bank. So this article is presenting 
certain views on the matter, as food for thought for those 
studying it. 


I. The Necessity of Policy-Related Business 


Banking policy-related business is specifically the granting 
of low-interest, concessional loans to certain industries and 
enterprises in line with national economic policy. It can be 
said to be an international practice, existing in all countries 
throughout the world. This is due to: 


1. To ensure that socio-economic and industrial structures 
are balanced and national economic policy is imple- 
mented, all countries grant low-interest, concessional 
loans to industries and enterprises needing support, most 
commonly to agriculture. As agriculture is not only 
seasonal, which limits its production and commodity 
fund turnover rates, but also restricted in its production 
process by natural changes, such as weather, the state 
must support it. Moreover, as foreign trade involves 
factors, such as international competition, how a coun- 
try’s products can occupy world markets, and a country’s 
standing and prestige in the international family. all 
countries provide concessional loans to export firms and 
export-commodity bases. 


2. Low-interest, concessional loans are a feature of a market 
economy per se. While many comrades have held in 
recent years that a market economy equals competition 
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and the enterprise operating target is profits, this is in 
fact a great misunderstanding. On market economy 
terms, there are two types of enterprises, one competitive 
and the other not. The competitive type targets its 
operations at profits, while the noncompetitive type does 
not, acting rather in the interests of the public welfare of 
the whole society. These two types of enterprises are 
interdependent. 


While the competitive type of enterprise is factories, 
stores, and service trades (including commercial banks), 
the noncompetitive type is mostly public welfare enter- 
prises. The state’s administrative policy and method 
differ for these two types of enterprise. Competitive 
enterprises can be pushed toward markets, allowing 
market competition itself to determine prices, product 
quality, and variety. But for noncompetitive enterprises, 
the state first needs to set prices, to keep them from 
asking exorbitant prices due to the lack of competition. 
This price-setting is aimed at |) stabilizing living stan- 
dards for the whole society and 2) spurring better oper- 
ating management to lower costs. But premised on set 
prices, if temporary losses are sustained due to unpre- 
dictable factors, whai is to be done? The state can adopt 
two methods, one being to rationally adjust prices. But as 
this leaves prices unable to change normally, only going 
up, and being very hard to lower, it should generally not 
be adopted. The other method is to take from the fat to 
pad the lean, by granting low-interest, concessional loans 
to this type of enterprise, to help them regain their 
strength and improve their operating management. It is 
thus obvious that policy loans are granted mainly to 
enterprises that cannot aim at profitmaking, while being 
saddled with the missions of meeting the public welfare 
needs of the whole society and implementing state mac- 
roeconomic policy. And the emergence and existence of 
this type of enterprise are inevitable consequences of 
market economy conditions. 


II. The Features of China’s Policy Loans 


The current reality for China’s specialized banks is that 
making policy loans is synonomous with running a business 
at a loss. Term deposits of longer than one year with annual 
interest of about 10 percent at prevailing interest rates make 
up 80 percent of current specialized bank savings deposits, 
while the four types in 21 categories of low-interest, conces- 
sional loans averaging only 6.68 percent interest account for 
one-third of all specialized bank loans. It has been calcu- 
lated that the ICBC’s current deposit-loan interest differ- 
ence is only 0.82 percent which, under normal conditions 
should be 2 points, and that the AB loses 28 yuan for every 
1,000 it lends. 


So do low-interest, concessional, policy loans truely mean 
that losses are certain? No! 


First, theoretically, low-interest, concessional, policy loans 
are certainly not tied inevitably to losses. All enterprises 
must strive for their own fund balance, which is a market- 
economy demand. 


Second, macroeconomically, enterprises that target their 
production operations at profits seek mainly immediate 
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interests, while enterprises supported by policy loans focus 
on the future, sacrificing some immediate profits for greater 
future ones. This is because as long as the subsistence and 
welfare needs of all residents are met, and the society's 
industrial structure and product mix are rationally adjusted, 
the whole society’s economy will be bound to be consoli- 
dated quickly and grow in a sustained way, which cannot 
generally be achieved by profit-targeted enterprises. In 
China specifically, policy loans have the following features: 


1. China’s policy loans are needed for market-economy 
development. While the main reason for this was noted 
above, it needs to be emphasized here that enterprises 
whose production operations are based on policy, or 
those that cannot compete or whose production opera- 
tions cannot be targeted at profits, are not necessarily all 
in the ranks of those that receive policy loans. The main 
features of China’s policy loans are too many and too 
indiscriminate. By now, China’s low-interest, conces- 
sional, policy loans come in four general types in 21 
categories, mainly such as grain, cotton, and edible oil 
loans, export purchasing loans, civil administration wel- 
fare factory loans, development loans to old, minority- 
nationality, border, and poverty-stricken areas, bullion 
loans, anti-poverty discount loans, and specific-item 
loans. In addition, we grant differentiated interest-rate 
loans, actually also low-interest, concessional ones, to 
sectors, such as agriculture, coal, crude recovery, power, 
transportation, and iron and steel. While Western coun- 
tries also grant low-interest loans, they do not grant as 
many as we, with the ones they do being handled not by 
banks, but rather by the government sector. 


2. A conscientious analysis of China’s current low-interest, 
concessional, policy loans shows that many of them seem 
irrational, being the aftermath of a planned economy, 
which should be gradually adjusted as our market 
economy is perfected. 


3. As policy loans do not equal losing ones, enterprises need 
to strive for their own fund balance. 


III. Policy Loan Funding Sources 


As policy loans are determined by the existence of enter- 
prises of two different types on market-economy terms, 
their funding sources should depend mainly on taking from 
the fat to pad the lean, not on capital financing. This means 
that: 


1. Policy loan funding sources should depend mainly on 
state revenue. While the difference between policy and 
ordinary loans is apparently higher or lower interest 
rates, it is actually a matter of strategy and tactics. 
Without long-range objectives, immediate goals lose 
direction, becoming unchecked and unsustainable; and 
without immediate goals, long-range objectives are also 
unattainable. So policy-loan funding sources should 
depend mainly on taking the fat from profitmaking 
enterprises to pad the lean of policy enterprises. 


2. Might we draw on postal savings or central bank funds? 
Generally speaking, we should not. This is because what 
postal savings absorb is surplus funds from residents’ 
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daily lives, in which the cost of absorption is too high, 
with demand deposits, as well as term deposits with 
certification, being withdrawable at any time. Using such 
funds to grant policy loans is buying high and selling low, 
as well as being too risky. Central bank fund sources are 
mainly the five of enterprise deposits, revenue deposits, 
organizational deposits, residents’ savings deposits, and 
self-owned funds, with the first four being unmoveable. 
This is because that is money that is deposited there 
temporarily to be withdrawn before long. If we took it 
out to do discount business, leaving us with less of the 
people’s money, how could we accout for this? As to the 
central bank’s own funds, while these are theoretically 
moveable, they have been used up through overdraft 
borrowing since our huge fiscal deficits appeared in 
1981. Of course, while they may be slightly employable 
for adjustments, this would be limited as to both time 
and amount, leaving very little room for maneuver. 


IV. Who Should Run the Policy Bank? 


On market-economy terms, commercial banks can act only 
in accordance with the law, having to observe all central 
bank legal regulations, but no longer having a higher 
authority as to daily operations. But a policy bank differs, in 
that it is not an enterprise, but rather a state tool for 
implementing economic policy, meaning that it should have 
a higher authority. But who should this higher authority be? 
While this has generally been determined to be the State 
Council, which is of course most ideal, the concern is that 
the State Council has too many subsidiaries, leading to the 
fear that it will follow the past practice of entrusting a 
ministry or commission with delegated management, thus 
causing more problems. 


As a policy bank is called a “bank,” it should be held in trust 
by the central bank. But we hold that China’s policy bank is 
certainly not a bank in the traditional, internationally 
recognized sense. It is not a banking enterprise that inde- 
pendently transacts deposits, loans, and exchange, but 
rather actually a department that handles appropriations. 
Overseas, most policy bank functions are handled by the 
treasury sector or other agencies, with no central bank 
meddling. 


China’s central bank should no. hold our policy bank in 
trust, as we have learned the following lessons: 1!) In the last 
decade, centralized management of working capital has 
turned into centralized guarantee of working capital, with 
loans replacing appropriations. 2) Since the founding of the 
PRC, the credit funds allocated to banks by state revenue 
over the years have evolved from allocation shortages to 
basically no allocations. These lessons illustrate in a concen- 
trated way a problem: that financial allocations are unreli- 
able. While some might say that policy bank funding sources 
are financial allocations, but policy bank business is held in 
trust by the central bank, the central bank could absolutely 
not agree to this easily. This is absolutely not due to 
sectarian bias, but proceeds rather from economic stability. 
In China, where our monetary base and monetary- 
multiplier principles still cannot play a full role in control- 
ling currency issue, currency stabilization still depends on 
administrative force for restraint. China’s central bank is in 
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a state of on the one hand, being the only organ of currency 
issue, and on the other still having very weak macroeco- 
nomic control might. These two features mean that if our 
central bank meddled in our policy bank, in times of 
extreme fiscal difficulties and allocation inabililty, the cen- 
tral bank could overcome its difficulties only by issuing 
currency, which would cause inflation, which in turn would 
infringe on the interests of the people throughout China, so 
would be absolutely unacceptable. 


So if our policy bank must be held in trust, then this burden 
Ought to be shouldered by state revenue [the treasury]. The 
treasury is not an organ of currency issue, being able to act 
based only on the amount of money that it has. If it 
overspends in one area, it must economize in another. Of 
course, the central bank must not just look on unconcerned 
either, but rather should do all possible to assist the treasury 
in overcoming difficulties. 


Discussion of PBC’s New Financial System 


94CE0510B Beijing JINRONG SHIBAO in Chinese 
26 Apr 94 p 3 


[Article by Wang Jizhou (3769 3444 3166): “What Does the 
PBC Change From ‘Looking for Subsistence’ To ‘Being 
Given Subsistence’ Illustrate)?—A Brief Discussion of the 
PBC’s New Financial Management System”’] 


[Text] The People’s Bank of China [PBC] has completely 
reformed its financial system in 1994, the key items of 
which are eliminating profit retention, being exempt from 
the payment of all taxes, and practicing an independent 
financial-budget management system. Using a not neces- 
sarily completely fitting metaphor, it is much as if the PBC’s 
situation has changed suddenly from its past “looking for 
subsistence” to “being given subsistence” by the state. Why 
have we conducted this reform? This has become a matter of 
great concern to those within and outside of the PBC 
system. 


A financial system in the final analysis is a product of an 
economic system. A particular economic system is bound to 
produce a corresponding financial system. And a particular 
financial system is also bound to reflect the inherent laws 
and demands of a particular economic system. Since 1984, 
the PBC has begun to exercise the special functions of a 
central bank, no longer concurrently handling industrial and 
commercial credit business. But its financial system has 
been essentially one of financial insurance, with its spending 
characterized by cost management and overall expense-rate 
management, and its profit distribution by the profit- 
retention system, with tax payment according to law, as well 
as setting aside of credit funds. This means that on one 
hand, the PBC has had to endeavor to explore ways to 
establish a new central banking system and exercise its 
particular functions, while on the other having to do all 
possible to consider ways to resolve its own “livelihood” 
and subsistence problems. As the PBC, as the central bank, 
has long been subject to a relative shortage of all funds, it 
has been hard for it to meet reform needs and normal 
expenditures for business development and functional 
activities. But as our banking reform has intensified, it is 
now Clear that the major functions of our reformed PBC are 
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to formulate and apply monetary policy, preserving cur- 
rency stability, and to exercise strict oversight of financial 
institutions, ensuring the safe and effective operation of our 
banking system. So it was imperative that we reform our 
former financial-insurance financial system, by establishing 
an independent financial-budget management system that 
differs from both our fiscal budget and our administrative 
institution budget, to reflect the relative independence of 
our central bank. As to future central bank functions, basic 
currency handling authority and credit scope regulation 
authority will be concentrated in the head office, while 
branches will be responsible for financial oversight, investi- 
gation of statistics, management of the treasury, foreign 
exchange control, inter-branch clearing, cash allocation, and 
interim position adjustment. With PBC revenue concen- 
trated mostly in the head office, and spending mostly by 
branches, it will be only a uniform budget-management 
system that will essentially better resolve the PBC’s 
financial revenue and expenditure problems. 


The old PBC’s financial sources were mainly profit reten- 
tion. In other words, the next year’s spending by the PBC 
depended mainly on its current year’s revenue. In recent 
years, as capital construction has expanded, and new busi- 
ness, such as securities and capital lending, have developed, 
all costs have grown faster, causing great spending pressure. 
This has objectively spurred the central bank, particularly 
branches at all levels, to strive for more profits, by doing all 
possible to diversify and develop new funding sources. This 
state of “the central bank not acting like a central bank, and 
specialized banks not acting like specialized banks,” was 
undoubtedly exceptionally adverse to the central bank doing 
a good job of financial macroeconomic regulation and 
control, as well as not contributing to honest administra- 
tion. Thus, instituting the new budget system, with the clear 
division of revenue and expenditures into “two lines” with 
no links, so that proper earnings are recouped and proper 
expenditures are rationally met, can eliminate the PBC’s 
tendency to strive for profits, enabling it to better focus its 
main energies on implementing monetary policy, to bring its 
financial macroeconomic regulation and control function 
into full play. 


As to the financial systems of central banks in certain 
developed countries, while they may differ somewhat, what 
they all have in common is central bank independence. Our 
new financial system not only draws on overseas central 
bank financial systems, but also reflects China’s central 
banking features and needs. In addition, we have also paid 
attention to the relations among all parties, instituting a 
central bank financial system that conforms to international 
practice while being suited to China’s particular conditions. 


Our new financial management system is one of “uniform 
budgeting, graded management, independent accounting, 
and centralized responsibility for profits and losses.” Our 
fundamental principles for implementing this financial 
system were mainly the two of practicing an independent 
financial-budget management system and ensuring all 
expenditures. Meanwhile, we considered that PBC profits 
are a key component of state revenue and, under current 
conditions of state revenue difficulties, PBC spending needs 
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to be strictly controlled and managed. So our formulation of 
the PBC financial system and its future financial manage- 
ment had to consider the following areas: 1) it had to reflect 
the PBC’s independent budget-management authority, with 
all financial revenue and expenditure budgeting being 
examined and approved by the head office; 2) it had to 
conform to PBC features, with spending meeting the 
rational needs of normal business development; 3) it had to 
tighten revenue control, with revenue being recouped 
according to provision, and no arbitrary reduction of rev- 
enue or concession of profits, to ensure state revenue 
growth; 4) it had to observe state financial laws and regula- 
tions, with a rigorous financial management system, advo- 
cacy of the spirit of hard work, industry, and thrift, strict 
control of budgets, economy in all spending, and subjection 
to state revenue and auditing financial oversight. 


The PBC’s independent budget-management system is a 
new model and new system, the outcome of intensified 
banking reform. As this reform is wide in scope, with a 
heavy workload, and quite heavy technical demands and 
many meticulous management tasks, so that many historical 
leftovers cannot be resolved at once, it needs to be carried 
out positively and safely. We now especially need to guard 
against the two tendencies of drawing up too large budgets 
and easing revenue control, by doing a good job of dove- 
tailing the old and new systems, to prevent unnecessary 
losses due to management mistakes. We need to understand 
that our new financial system is absolutely not merely to 
resolve the PBC’s “subsistence” problems, nor is it a replay 
of the “iron ricebowl” system. It shows that China’s central 
bank has begun to mature, with a stronger macroeconomic 
regulation and control capability, while also being a brand 
new yardstick, with new standards for starting an overall, 
accurate, and specific investigation of the work and man- 
agement levels of the central bank at all levels. So imple- 
menting the new financial system is not a matter merely for 
the leadership or the accounting sector, but rather will 
require the joint efforts of those throughout the PBC at all 
levels. 


Procedures for Implementing Tax System Discussed 


94CE0478A Beijing CAIZHENG YANJIU [FINANCIAL 
RESEARCH] in Chinese No 3, 5 Mar 94 pp 12-19, 24 


[Article written by Hua Tong (5478 2717) and Duan 
Shiguang (3008 0174 0342) of the “Central and Local Tax 
Allocation Relations Reform” Study Group: “On the Clas- 
sified Tax System’s Guiding Principles and Its Actual 
Implementation”’—The study group is headed by Hua 
Tong. Other participating units are Jiangxi’s Provincial 
Finance Society and Institute of Finance, the Financial 
Ministry’s Institute of Science and Technology’ s District 
Financial Study Department, and the financial study 
departments of Jiangsu, Gansu, Guizhou, and Ningbo. The 
first paragraph is a source-supplied introduction.] 


[Text] Jt is the authors’ opinion that in implementing the 
classified tax system, we must adhere to five basic principles: 
We need a unified policy with administrations at separate 
levels; financial authority should match administrative 
authority; the central government should have the bulk of 
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financial power, but local interests should be taken into 
consideration; fairness and efficiency should be combined, 
and reform should be radical but gradual. The target mode of 
China's classified tax system is the radica' classified tax 
system characterized by different kinds of taxes levied at 
different rates. We can achieve this goal only in steps. That is, 
we must first set up a classified tax framework, then amplify 
the mechanisms to regulate regional interests, and lastly, we 
eliminate the defects left behind by the old system and 
implement a radical classified tax system. The authors 
emphasize that the implementation and operation of the 
classified tax system must be in conjunction with the tax 
reform, and we must also set up corresponding local tax 
systems and improve budget management. 


The conflicts China is facing as its economic system shifts to 
a different track and our urgent task to increase national 
strength urge and compel us to accelerate the restructuring 
of the financial system. After years of deliberation and 
preparation, the classified tax system, as a modern financial 
management system, has been formally affirmed by the 
Third Plenary Session of the 14th Party Central Committee, 
and at any time, it will move from the theoretical probing 
and experimental stage to the nationwide implementation 
stage. This is an important move to meet the needs of the 
socialist market economic development and to put an end to 
the dissipation of the state’s financial strength, the weak- 
ening of the central authority’s regulation and control 
power, and the financial plight of governments at all levels. 
It is a positive step in promoting lawful and scientific 
financial administration. It is an unprecedented change in 
China’s financial system since the founding of the nation. 
This article proposes some guiding principles for this reform 
and for its implementation and operation. 


I. Guiding Principles and Basic Requirements of the 
Classified Tax System 


Modern classified tax system is accepted worldwide in 
nations that have adopted the market economic system. But 
different countries’ classified tax systems have different 
characteristics and contents; each has to do with the respec- 
tive country’s situation and financial system. China is a 
developing nation with a socialist market economic system. 
Its goal must be to develop the socialist market economy, 
vitalize public finance, and increase its national strength, so 
that its classified tax system can have contemporary Chi- 
nese characteristics. The overall requirement is to build a 
financial operating mechanism that meets the needs of the 
socialist market economy through the classified tax system 
to improve and strengthen the financial ministry’s func- 
tions, mobilize the enthusiasm of the central and local 
governments, distribute the financial strength between cen- 
tral and local governments in a scientific and standardized 
way, and achieve financial autonomy at every level within 
the scope stipulated by state laws and national policies. 
Specifically we must abide by the following five principles: 


1. The principle of unified policy and graded administration. 
China is a unified socialist nation and is fundamentally 
different from countries uder the federal system. The most 
important thing in restructuring the financial system is the 
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centra! government’s unified leadership, which is mani- 
fested primarily in its unified policies and decrees. From the 
point of state finances and taxation, the country’s basic, and 
most important, policies and laws and regulations must be 
unified; there can be no flexibility here. This is a point we 
must insist on. This means we must insist that the central 
government has financial leadership and regulation and 
control rights. On the other hand, China is a large multina- 
tional state with geographic, historical, and environmental 
differences, and unlike some small countries, the central 
government cannot be too broad or too detailed when 
exercising control; it must give play to the role of local 
governments. Creating an administrative hierarchy has 
important practical implications. Localities should be given 
reasonable autonomy and legislative power over regional 
financial and tax laws and regulations as well as methods 
and systems of operation and interpretation. We should 
adhere to the principle that every level of government 
should have its own administrative power and its share of 
financial power. The central and local authorities have their 
respective dutics and responsibilities, and each should suit 
measures to local conditions and manage their own finan- 
cial affairs and balance their own budgets. This is another 
point we must insist on, for failing to do so will render it 
impossible to mobilize local initiative and enthusiasm, and 
then there will be no classified tax to speak of. Under the old 
system, “every measure has a countermeasure” —it was like 
a chess game between those on top and those below; it 
hindered the country’s government and weakened public 
finance. We must insist on changes and replace this with a 
new system of unified policy with an administrative hier- 
archy and which is coordinated between the higher and 
lower levels. 


2. The principle of matching financial jurisdiction to admin- 
istrative jurisdiction. Any amount of administrative power 
must be guaranteed by the appropriate amount of financial 
power and financial strength. “One must be paid for the 
amount of work one performs”—this is a simple and basic 
principle. Thus, we must determine the amount of admin- 
istrative authority before we determine the amount of 
financial power. In implementing the classified tax system, 
first, we must draw a clear line between the central govern- 
ment’s administrative power and that of the local govern- 
ments at different levels. Thereupon we can separate the tax 
categories and delimit the financial power. We must make 
sure that the state and the localities have the financial power 
and the financial strength to carry out their respective 
administrative functions, so as to give expression to the 
principle of integrating responsibilities, rights, and privi- 
leges. The delineation of administrative power involves the 
restructuring of the political system and the standardization 
of government conduct. We must comply with the demands 
of the modern market economy and reconsider the status, 
function, and role of the state government in society. In the 
past, there were problems of mishandling, abuse, and 
shirking of administrative power among the state govern- 
ment, enterprises, and society; between the central and local 
governments; and between the higher and lower level gov- 
ernments. That has to be corrected, so that we can radically 
solve the problem of financial misallocation. 
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3. The principle of upholding the central government’s dom- 
inant financial role while taking care of local interests. A 
strong and effective central government is the organiza- 
tional guarantee of the proper administration of important 
state affairs and solidarity of the people of all regions and 
nationalities. An important part of being “strong and effec- 
tive” is having financial strength. If the central government 
is not backed by substantial financial strength, state admin- 
istration and macroeconomic regulation and control will be 
but empty words. In recent years, the central government’s 
income as a percentage of the national income has been 
declining steadily, and by 1992, it only came to 38.6 
percent, which marked the lowest point since the founding 
of the PRC. This percentage not only was below that of 
nations with a centralized state power system but was also 
much lower than nations with a federal system of separation 
of power. Worries about “heavy branches on a weak trunk” 
are not just alarmist talk; we must be on the alert. On the 
other hand, while we insist on giving the central government 
the dominant financial role, we must take care of local 
financial interests and give the localities—financial admin- 
istration at the first level—the necessary political power and 
some important sources of revenue, so as to fully mobilize 
local initiative and enthusiasm in taking care of their 
financial matters as their own masters. We must not over- 
correct the problem and go back to the old “state monopoly 
of revenues and expenditures.” 


4. The principle of balancing fairness and efficiency. Eco- 
nomic development requires efficiency; social stability 
demands fairness. Efficiency comes first, but we must take 
fairness into consideration and combine fairness and effi- 
ciency. This is an important principle in China’s system of 
income distribution. Thus, linking the benefits of economic 
development to the government’s revenues and expendi- 
tures is a necessity; it complies with the needs of the socialist 
market economic system. In establishing a financial system, 
it is understandable that for some time, we must give 
consideration to the vested interests of the economically 
well-developed coastal regions, but as a unified socialist 
nation, large disparities in reveue and expenditure and 
living conditions among different regions not only has an 
adverse effect on the underdeveloped regions but will ulti- 
mately jeoparidze the long-term development of the devel- 
oped regions. One of the central government’s fundamental 
functions is to balance the regions through macro regulation 
and control and reasonably limit the differences among the 
regions and prevent the gap from widening. In particular, 
there must be a protective policy for public services in the 
low-income regions. We must scientifically determine a 
poverty-line; regions that fall below this poverty-line must 
be given the necessary assistance. As for the autonomous 
nationality regions and provinces deemed their equivalent, 
we should extend exceptional care in accordance with laws 
toward the minority nationalities. This is out of economic 
consideration, but it is out of political consideration too. 


5. The principle of combining reform’s radical nature and the 
need to proceed gradually. The classified tax system involves 
the comprehensive reallocation and readjustment of finan- 
cial strength among the governments and among the 
regions. It affects the economic interests of all parties. We 
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can imagine how sensitive the issues, how sharp the con- 
flicts, and how heated the debates can be. Adding China’s 
complicated situation and the lack of proper conditions in 
many areas, reform is bound to be difficult and cannot be 
achieved in one step; we must proceed gradually. Therefore, 
we must insist on two things: First, we must set the goal of 
implementing a scientific, radical classified tax system 
nationwide; this goal should never change. Second, to 
achieve this goal, we must work hard to create the condi- 
tions and move in steady steps until we succeed. In short, 
the determination of our reform goal should be positve and 
radical; the implementation of our reform should be gradual 
and gentle. This will reduce friction and avoid shock, so that 
we can smoothly attain our reform goal. 


To uphold the above five principles, we must accomplish 
the “six conducive” and “two guarantees.” That is, every- 
thing must be conducive to the construction of a unified 
socialist market; conducive to the central government's 
effective macroeconomic regulation and control; conducive 
to the local governments’ autonomous management and 
lawful financial administration under the supervision of the 
people’s congresses at their corresponding levels; conducive 
to encouraging the local governments to show interest in 
local public welfare undertakings and the building and 
preservation of public facilities; conducive to scientifically 
smoothing relations between the central and local govern- 
ments at all levels and clarifying the interest boundaries to 
reduce friction; conducive to tax collection and manage- 
ment and prevention of loss of tax revenues. On those bases, 
we can guarantee that the new system will work as expected 
and guarantee that when the system changes tracks, it can 
shift without confusion and change in an orderly fashion, so 
that revenues will increase and budgets will balance at all 
levels. 


II. Choice of a Specific Form of Classified Tax System 
and Its Implementation Procedure 


As said earlier, the goal of China’s restructuring of the 
financial system is to implement the radical classified tax 
system. The so called radical classified tax system is a 
graded financial administration system of classified taxes 
based on socialist market economic principles and public 
finance theories. The “radical” nature of this kind of 
classified tax system is manifested not only in its clear-cut 
tax categories, but more importantly, it is manifested in its 
scientific, legislated, standardized administration of reve- 
nues and expenditures at separate levels. Today, in nations 
that have relatively sound classified tax systems, they usu- 
ally take one of two forms: one form allows revenue-sharing 
taxes and the other does not. Judging by China’s situation, 
without revenue-sharing taxes, it will be difficult to take 
care of central and local interests at the same time. Revenue- 
sharing taxes provide a “common point” between central 
and local financial interests and facilitate economic devel- 
opment. However, revenue-sharing should not take the 
form of percentage retention; instead, it should be in the 
form of “taxing from the same sources” but at different 
rates. The central and local governments’ revenues may be 
collected at different rates by separate tax organs or by the 
same organ on their separate behalf; however, each should 
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have autonomous power to tax, not to tax, to exempt, or 
reduce taxes without interference from the others. Under 
this method, the delineation of financial power and finan- 
cial sources is very clear, which is completely in line with the 
principles of the radical classified tax system. Therefore, it is 
our opinion that China’s classified tax system should be the 
radical classified tax system characterized by separate tax 
categories and different tax rates. 


Implementing the radical classified tax system has broad 
ramifications and is a complicated, systematic project. In 
view of China’s actual situation and realistic conditions, it 
will be very difficult to succeed overnight. We must keep 
pace with the restructuring of the economic system and 
adhere to the principle of combining the radical and gradual 
nature of reform and proceed in three steps: 


Step one: Set up the framework and implement a preliminary 
classified tax system. 


The preliminary classified tax system is not a complete 
classified tax system. Its main purpose is to set up a 
framework according to the principles and needs of the 
classified system to create a mechanism in the near-term to 
lay the foundation to promote and deepen the restructuring 
of the : .x system. The preliminary classified tax system is 
born out of the contract system and bears two characteris- 
tics: On the one hand, it has the basic substance of a modern 
classified tax system. For example, we can delineate admin- 
istrative and financial power according to the classified 
system, concentrate financial power in the hands of the 
central government, and set up separate central tax and local 
tax collection organs. On the other hand, it retains many of 
the original features of the contract system. For example, we 
will still implement percentage revenue-retention, set the 
revenue and expenditure bases using the base method, 
collect income tax based on enterprises’ jurisdictional rela- 
tionship, and retain the original method of delivering sub- 
sidies to the higher levels. When reform first begins, these 
measures are inevitable and are necessary. Its a transitional 
format that suits the realistic conditions. 


Step two: Strengthen the regional interest regulation mecha- 
nisms and further amplify the classified tax system. 


Step one of the restructuring of the tax system tries to 
preserve the original interest pattern and, on that basis, 
allocates financial strength according to the classified tax 
system only for the incremental portion; it is but a fledgling 
classified tax system. According to the principles of the 
modern classified tax system, there are still many unre- 
solved essential questions we have not dealt with. In partic- 
ular, we have not achieved the goals of macroeconomic 
regulation of regional financial interests. Therefore, the 
main purpose of step two of the reform is to amplify the 
substantive contents of tax assignment according to the 
needs of the classified tax system by focusing on the read- 
justment of the interest pattern. Specifically, the most 
important thing is to implement the transfer of payment 
system and gradually introduce the factoring method for 
calculating expenditures in the process and solve the 
problem of the widening gap between the rich and poor 
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regions, sO as to give expression to the state’s macroeco- 
nomic regulation and control policy. At the same time, we 
should create conditions for further deepening the reform to 
install the classified tax system via financial legislation, by 
building a tax collection and management contingent, and 
by developing sources of revenue, so that we can make the 
“quantitative accumulation” to facilitate the transition 
from the preliminary classified tax system to the radical 
classified tax system. 


Step three: Eliminate the defects left by the old system and 
implement the radical classified tax system. 


This reform step is founded primarily on the previous two 
steps to further smooth relations, perfect the system, define 
responsibilities and rights and privileges, and eliminate the 
defects left by the old system. It changes the percentage 
revenue retention system to a system of classified taxes 
collected at different rates. We should go all out to promote 
the factoring method according to objective, scientific, and 
standardized needs to really smash the original, improper 
interest pattern, so as to truly meet the needs of radical 
classified tax system. Specifically, we should: (i) clearly and 
properly delineate administrative and financial power to 
comply with political reform and adhere to the principle of 
b alancing power and obligations; (ii) establish and reinforce 
the central government’s dominant firancial role, perfect 
the transfer of payment system, and amplify the macroeco- 
nomic regulation and control system to suit the socialist 
market economic mechanism; (iii) amplify and strengthen 
the central and local tax collection and management system 
and create and develop major sources of tax revenues at 
different levels to meet the needs of financial administration 
at separate levels; (iv) set up rigid budget constraints to meet 
the needs of financial autonomy at each level. We expect 
that this radical classified tax system can be implemented 
nationwide by the end of the century. 


III. Actual Implementation and Operation of the 
Classified Tax System 


Overall, the implementation and operation of the classified 
tax system should coincide with tax reform to link the 
restructuring of the tax system to the new form of taxation. 
Specifically: 


1. Delineate administrative power and assign spending 
responsibility. The delineation of administrative power is 
based on the responsibility of each level of government as 
assigned in the restructuring of the political system. This 
task must be carried out as meticulously, quantitatively, 
Clearly, and scientifically as possible based on the separation 
of government and enterprises and as government functions 
change to meet the needs of macroeconomic regulation and 
control. Besides taking care of their respective administra- 
tive expenditures, the central government's spending should 
cover the state’s key basic constructions, national defense, 
foreign relations and foreign aid expenditures, the state’s 
share of price subsidies, interest and principal payment of 
domestic and foreign loans. Local expenditures should 
cover local basic constructions, urban construction and 
public undertakings, agricultural support, pension and wel- 
fare, and local share of price subsidies. Certain factors 
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should be used to determine various social development and 
public welfare expenditures to guarantee the necessary 
spending in carrying out the government’s duties and make 
sure that every taxpayer receives the same social services. 
But we must realize that the classified tax system can only 
be implemented in gradual steps, and we should allow for a 
crude-to-refined process (especially in 1994 when we build 
the framework, we should not go into great details,) but we 
must plant our foothold on the present but look to the future 
and pay attention to linking up with our long-term goals. 


2. Delineate financial authority and assign jurisdiction over 
specific tax categories. After delineating administrative 
power, we must delineate financial power based on the mix 
of tax categories created by the restructuring of the tax 
system. As for where specifically to draw the line, it is our 
opinion that tariffs, value-added tax and consumption tax 
collected by customs, and revenues handed over by the 
railroad, post and telecommunications, banking, and insur- 
ance departments and so on should go to the central 
government. Agricultural and livestock taxes and odds- 
and-ends taxes which have always been collected locally 
should go to the localities. Opinions are more or less 
unanimous on these, and we need not elaborate here. The 
two main areas that are more controversial are: One, circu- 
lation tax which comprises more than 80 percent of the 
financial revenues. The localities will find it unacceptable if 
this tax goes to the central governments, and vice versa. The 
other ts enterprises’ income tax. This has to do with the 
Original source of revenue of various levels of governments 
and the localities; it has deep-rooted blood ties with govern- 
ments at all levels, and it will be equally difficult no matter 
who ends up with the jurisdiction. According to the finan- 
cial ministry’s plans, consumption tax goes to the central 
government, business tax goes to the localities, value-added 
tax will be shared, and enterprises income tax will continue 
to be levied according to enterprises’ jurisdictional relation- 
ship, and the amount will be based on 1993’s revenues and 
expenditures. In our opinion, this program may be far from 
meeting the needs of the classified tax system and is in fact 
a new version of the old “double-track system,” but in view 
of today’s situation and conditions, it is our best option and 
the only program everybody can accept at this early stage of 
the restructuring of the tax system; it is necessary and 
workable. However, as the restructuring of the tax system 
deepens, we must gradually make improvements and adjust- 
ments, so as to better give expression to the principles of the 
classified tax system. First, the proportion of revenue- 
sharing tax should shrink; percentage revenue-retention 
cannot be applied on a long-term basis. Tax collection based 
on enterprises’ jurisdictional relations should also be 
changed. Specifically, (i) value-added tax should be changed 
from a “shared” tax to the central government’s “exclusive” 
tax; it will be the central government's main tax category 
which guarantees its dominant financial role, so that it will 
have the financial strength to implement macroeconomic 
regulation and control. (ii) Enterprise income tax should be 
changed to “shared” tax and administrative subordination 
relationship should be ignored. Central and local govern- 
ments will tax the same sources at different rates to 
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encourage both to be concerned about enterprises’ manage- 
ment and administration and economic efficiency and pre- 
vent governments at different levels from treati ng enter- 
prises differently based on their jurisdictional ties, so as to 
facilitate enterprises’ fair competition. 


3. Implement a reasonable transfer of payment system based 
on the central government's macro regulation and control 
needs. According to the needs of the classified tax system, 
most of the income should go to the central government, 
and most of the spending should be in the localities. 
Financially, the central government needs room for maneu- 
vering to give expression to the state’s macroeconomic 
decisions and intentions through various kinds of rebates 
and subsidies. We should change today’s “upward flow of 
funds,” which in some sense puts the central government 
under the control of the localities, to “downward flow of 
funds,” which gives the central government macro regula- 
tion and control power over the localities. We need the 
following types of subsidies: (i) Balancing subsidy— 
systemic subsidy used mainly to balance local budgets and 
help the localities to meet basic expenditures for carrying 
out the government's functions. (ii) General subsidy—used 
mainly on projects which the state wants but the localities 
cannot afford to undertake because of lack of financial 
means, or on projects which when taken by one locality will 
benefit many. For example, subsides for water conservancy 
projects, compulsory education, disaster prevention and 
relief, immunization, and family planning. (iii) Special 
subsidy—subsidy for large construction projects, agricul- 
tural development matching funds, and price subsidies and 
so on. (iv) Extraordinary subsidy—primarily to aid large 
natural disasters and other extraordinary events. In short, 
through transfer of payment, we can strengthen the financial 
ministry’s role as lever and strengthen the central govern- 
ment’s macroeconomic regulation and control capability. In 
the future, the high level financial departments should guide 
the lower level departments not by “red-heading docu- 
ments” and administrative orders but mainly by enticing 
them with financial gains. 


4. Actively create conditions and adopt unified objective 
standards and scientific method to determine revenue and 
expenditure bases. One of the important features of the 
classified tax system is the adoption of the factoring method 
to calculate revenue and expenditure, but because of various 
limitations, implementing that method requires a long pro- 
cess. Except for the first year of the classified tax system— 
that is, in 1994—when we will continue to use the base-year 
method because we don’t have much time, we should adopt 
some transitional methods in subsequent years and draw 
closer to the factoring method in steps. Specifically, we 
should calculate the per-capita financial revenue capacity 
based on the legally-set tax rate and actual tax base and 
other factors and use those as basis for determining the 
percentage or amount of various subsidies. In calculating 
spending, we can use a combination of the factoring and 
base methods. That is, we should adhere to the principle of 
the factoring method, treat the original base as a “historical 
factor,” take it into consideration along with other objective 
factors, and integrate ordinary needs with extraordinary 
needs and theoretical spending base with actual spending 
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base. While we should take vested interests into consider- 
ation, we should not try to protect all vested interests. We 
should make ordinary needs the base and use extraordinary 
needs to readjust and amend ordinary needs. In actual 
operation, first, we should determine a national per-capita 
spending norm and then consider various objective factors 
that can affect that norm and come up with a revision 
coefficient for making revisions and adjustments and verify 
all aspects of the spending base. At the beginning, we can use 
a “rough” figure (be as simple and direct as possible.) The 
proportion of objective factors can be smaller, and except 
for such basic factors as population, land, and administra- 
tive districts which determine expenditures, the main factor 
is the special subsidies. Later. the objective factors should 
proportionally play a larger role and historical factors a 
smaller role, and we should be even more scientific and 
precise in our calculations until we implement the factoring 
method in full. 


IV. Establishing Local Taxation Systems 


The core of the local tax systems consists of three issues: the 
scope of local income, legislative and administrative 
jurisdiction, and installation of tax organs. 


1. Expand the scope of local tax revenues. We hope to see a 
gradual increase in the share of local taxes to 30 percent of 
the state’s total tax revenues and 70-80 percent of the total 
local revenues. We must foster and develop sources of tax 
revenues using this as basis. In developing local tax systems, 
we should expand local revenues’ “two proportions”: The 
first is the proportion of local revenues to local national 
income. In particular, we should change the situation where 
the non-state-owned economy contributes a dispropor- 
tionate share of revenues. Secondly, when local govern- 
ments gather funds in society, they should increase the 
proportion of tax revenues and reduce the share of non-tax 
revenues, sO as to gradually eliminate the “three chaos.” 
After the implementation of the classified tax system, in the 
near-term, the bulk of local tax revenues will come from the 
circulation and service sectors. Therefore the localities must 
vigorously develop tertiary industry and enliven commer- 
cial circulation, and while they actively promote the devel- 
opment of the state-owned economy and collective 
economy, they must also encourage individual and private 
economies. In addition, we must pay attention to protecting, 
developing, and utilizing local resources and develop more 
sources of resource tax (resource tax should best be allocated 
to the localities or be shared based on different tax rates in 
the future.) 


2. Expand local (referring to provinces, municipalities, and 
autonomous regions) legislative organs’ power to legislate 
local taxation. Basic laws pertaining to local taxation nation- 
wide should be formulated by the central government, and 
within the scope of the basic laws’ regulations, local people’s 
congresses may consider local conditions to formulate 
implementation methods and individual laws applicable to 
some local tax categories. They should have the right to 
determine the scope of taxation, the tax rate, the amount, 
and the starting point of taxation as well as the right to 
decide when to begin or stop taxing and to grant tax 
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exemption and reduction. We must enhance the local peo- 
ple’s congresses’ legislative authority and strengthen the 
local people’s congresses and governments’ concept of being 
responsible to the masses and the taxpayers. Characteristi- 
cally, local taxes are “taken from the localities to be spent on 
the localities,” and the localities should have greater 
autonomy. They must “open the front door and close the 
back door.” As long as the central government's interests are 
not being compromised, as long as the unity of the nation’s 
basic orders is not jeopardized, the central government 
should not interfere with the tax laws and regulations local 
people’s congresses have introduced through normal legis- 
lative processes. Central authorities and local supervisory 
departments may check and rectify taxes and fees that have 
not been legislated through normal procedure, and local 
parties may refuse to carry out the orders. 


3. Set up branch tax organs. In the wake of the implemen- 
tation of the classified tax system, we must set up separate 
central and local tax organs to collect and manage state and 
local taxes. We have already reached a consensus on this 
point. The question now is how to set up those tax organs 
after introducing the classified tax system. We have two 
options: One, we can turn the existing tax organs into state 
tax bureaus and local tax bureaus. Two, we can turn the 
existing tax organs into state tax bureaus and set up local tax 
bureaus using the agricultural tax department and financial 
department as bases. We think the second option is better, 
because we can avoid the trouble and complication of 
having to “divide up the people, household, and properties” 
in the process; it can help steady the cadres’ minds and will 
not affect current tax collection. Moreover, letting the 
localities themselves set up local tax organs is something 
local governments value and support, and they can provide 
the conditions and basis in terms of setup, funding. and 
leadership and functional mainstay. Our concrete sugges- 
tions for setting up local tax organs are: (i) Provinces, 
municipalities, and autonomous regions should be the basic 
units responsible for setting up local tax organs. They should 
Suit measures to local conditions. In principle, local tax 
bureaus should be set up in provinces (municipalities and 
autonomous regions.) cities (autonomous prefectures.) and 
counties (cities); city-administered districts should have 
local tax branch bureau; township and urban district branch 
bureaus should set up local tax offices. As the provincial 
government's agencies, prefectural administrative offices 
generally should not set up local tax bureaus, but, if agreed 
by the province or autonomous region, some localities may 
set up local tax bureaus so long as they retain their existing 
prefecture-level budgetary status. (ii) Local financial depart- 
ments and local tax organs should implement the leadership 
management system of “hanging up two signs but having 
one leading group.” The head of the province-level financial 
department (bureau) should serve as head of the province- 
level iocal tax bureau; financial bureau chiefs and depart- 
ment heads at below-province-level become local tax bureau 
chiefs and local tax department heads at the corresponding 
levels. Local tax bureaus should not set up party organs; they 
should be led by the financial departments’ party organs at 
the corresponding levels. (iii) Local tax system at above 











JPRS-CAR-94-37 
17 June 1994 


county-level will not provide vertical leadership; the higher- 
level tax departments are responsible for guiding and super- 
vising lower-level local tax departments. Urban local tax 
branch offices and towsship (town) local tax offices are 
agencies of local tax bureaus at the next-higher level; their 
bureau chiefs and department heads are appointed and 
dismissed by the higher-level local tax bureaus, and a dual 
leadership system should be implemented, with the higher- 
level local tax bureaus having more say. (iv) Construction of 
local tax organs must begin before the classified tax system 
is introduced and should go into operation when the new 
system goes into effect. The most urgent task now is to 
develop the system, set up the framework, and hang up the 
shingle, and we can worry about personnel and facilities 
later. 


V. Improve Government Budget Management According 
to Classified Tax Principles 


To implement the classified tax system, we must make 
budget management even more legislation-oriented, more 
standardized, and more systematic, so as to truly give 
expression to the principle that each level of political power 
can administer its own finances and has its own budget. 


1. We must have independent budgets at separate levels. 
Setting up independent budgets at separate levels is the 
centralized manifestation of graded financial administration. 
In some sense, China’s existing local budgets are budget in 
name only; in fact they are not independent, and they have no 
fixed source of income. Local budgeted income and spending 
are include in the state’s total budget; there is no independent 
legislative right to have a budget. Therefore, we must 
promptly strengthen budget legislation and follow the Con- 
stitution to delineate the budget management jurisdiction of 
the people’s congresses and their standing committees and of 
governments at all levels and their financial offices and clarify 
the central and local government organs’ authority in 
checking, approving, legislating, and supervising the budgets. 
For each level to administer its finances and have its own 
budget, we must separate local budgets from the state budget, 
so that the state’s budget only include the central govern- 
ment’s budget. Localities should gather their own income and 
plan their own spending according to their scope of respon- 
sibilities and amount of local taxes when preparing their 
budgets which must be approved by the local legislative 
organs to make them more rigid and binding. 


2. Establish a budget t system that is compatible 
with the restructuring of the administrative organs and the 
classified tax system. After implementing the classified tax 
system, financial administration should take the following 
form: It should consist of two levels of regulation and 
control (central and provincial,) three levels of administra- 
tion (central, provincial, and county) and four levels of 
operation (central, provincial, county, and township.) We 
should follow this pattern to determine the duties of finan- 
cial administrations at each level and standardize their 
financial conduct and smooth the financial relations 
between levels. In particular, we should standardize the 
method of computation and allocation basis and principle 
in the transfer of payment (subsidies, loans, and interests) 
from the central government to the localities, so as to 


ECONOMIC 35 


strengthen the state budget’s ability to regulate and control 
and balance society’s overall financial strength and 
strengthen its rights and responsibility to guide local bud- 
geting behavior. We should further improve the budgeting 
procedure and make the process tighter and more scientific. 
Under the state’s unified policy guidance, each level should 
prepare and report its own budget; deficits will not be made 
up by the central government, so that each level truly 
manages and balances its own budget. 


3. Actively promote the double-entry budget system and sepa- 
rate “grocery money” from “operating funds.” Double-entry 
budget includes government budget, state-owned asset man- 
agement budget, social security budget and so on. Double- 
entry budget as a modern budget form has inseparable 
internal ties with the classified system and must be installed 
together. The double-entry budget should make laws and 
regulations the criteria and give expression to the character- 
istics of graded financial administration. We should use 
double-entry budget to make financial administration more 
transparent. It must separately reflect how regular and con- 
struction funds are being balanced, so as to help party and 
government leaders at all levels to make analyses and deci- 
sions, facilitate the people’s congresses in their budget super- 
vision, and help governments at all levels to adhere to the 
principles of “doing one’s best and gauging one’s ability” and 
“feed the people first, build later.” The most important thing 
is to “have food on the table” and then worry about construc- 
tion. No deficit is allowed in regular budgets. 


4. Strengthen tax collection and management and prevent 
loss of revenue. To separate the “legislation” and the 
“enforcement” of taxation, separate “tax law” from “taxa- 
tion,” and tighten the relationship between financial admin- 
istration and taxation, we must include tax work in the 
centralized planning and execution of financial undertak- 
ings at each level. In the past, we went overboard in 
reducing taxes and yielding profits and incurred losses as a 
result, and it has also led to today’s improper interest 
pattern. That is water under the bridge now, but there is still 
a lesson to be learned. We must insist on curbing arbitrary 
tax reduction and exemption and tax contracting in its 
actual or disguised forms (circulation tax should never be 
contracted; contracting of enterprise income tax should be 
stopped with the “separation of taxes and profits.”) We 
must link the strengthening of tax management and collec- 
tion to the anti-corruption activities and the crackdown on 
unhealthy practices in the grass-roots collecti on units. We 
should quickly set up and amplify the tax report system and 
the open tax return system and strengthen supervision and 
auditing. In particular, we should take advantage of the fact 
that after the implementation of the classified tax system, 
local governments at all levels will have a better sense of 
their financial roles, and with the party and government 
leaders’ increased attention, we can raise the standard of tax 
collection and management and minimize the incidents of 
tax evasion, tax loopholes, and export tax fraud. 


5. Improve extra-budgetary fund management and curb 
external fund circulation. Implementation of the classified 
tax system will create the positive environment and condi- 
tions for improving and strengthening extra-budgetary fund 
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management. First, after the implementation of classified 
tax system, all extra-budgetary funds managed by the local 
financial departments can be included in the local budgets, 
ending the separate management of two kinds of funds at 
the same level. Second, administration-related charges must 
be separated into revenues and expenditures and put into 
the budget. Extra-budgetary funds managed by institutional 
units should be carefully sorted out and clarified and 
included in the local budget where possible. The portion 
that cannot be included in local budgets must be included in 
the unit’s revenue and expenditure plan to offset spending 
or to be spent along with the state’s allocated funds. More- 
over, as enterprises’ management mechanisms change, and 
with the implementation of the “two principles,” and in 
particular, with the gradual improvement of the modern 
enterprise system, the extra-budgetary funds managed by 
state-owned enterprises is essentially different today; they 
are no longer extra-budgetary funds, and after careful 
checking and examination, they should be legally deemed 
enterprise funds, to be put under enterprises’ own disposal. 
Thereupon, we must draw the line between government 
funds and enterprise funds and resolutely block the local 
governments from “stashing their wealth in enterprises,” 
preventing them from turning budgetary funds into extra- 
budgetary funds. 


6. Strengthen financial legislation. We should take into 
consideration the new situation after the restructuring of the 
economic system and the introduction of the classified tax 
system to sort out the financial laws and regulations, and 
depending on the situation, we should amplify, supplement, 
and amend or abolish some of them. We should change the 
old practice of relying on government documents in lieu of 
the people’s congress’s legislation, and in particular, impor- 
tant laws and regulations pertaining to financial administra- 
tion and local taxation must be formally promulgated and 
implemented by local legislative organs according to legal 
procedure. We must resolutely overcome the tendency to 
rely on words instead of laws or power instead of laws and 
refrain from being arbitrary when fulfilling the budget. 


Besides the above-described situations, in order to meet the 
needs of the classified tax system, we should adopt other 
budget management measures. For example, not only 
should we use the factoring method to calculate and allocate 
the central government’s portion of transfer of payment, we 
should carefully separate the transfer of payment in the 
central government’s budget, not only in preparing the 
budget but also in the bases. We should strengthen the 
management of bonds; local-issued bonds should be 
evaluated and debated by the central government. 


VI. Several Noteworthy Issues in Implementing the 
Classified Tax System 


1. The issue of preventing distortions during reform. Most 
people are very confident about the classified tax system, 
but some comrades are worried that because of the compli- 
cated situation and because of strong local interests, there 
will be a lot of resistance, and if not done right, the classified 
tax system can be distorted: One, we may have the “classi- 
fied tax system as a shell with the contract system at its 
core”; two, we may have “classified tax administration in 
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form but in effect we may be "returning to state monopoly 
of revenues ad expenditures.“ In our view, the first concern 
is not completely baseless, and we should pay close atten- 
tion. In implementing the classified tax system, it is inevi- 
table that we will have to make certain "com, romises“ 
when dealing with various conflicts and interest relations; 
without compromises, we cannot begin to take care of 
everybody’s interests. But this kind of compromise should 
not violate the principles of reform; they cannot obliterate 
the basic characteristics of the classified tax system. The so 
called classified tax must at least uphold six things: One, it 
must not expand the scope of percentage revenue retention; 
two, it must clearly delineate administrative power, and 
financial power and administrative power must be fully 
integrated; three, it must not follow the old tax base method; 
four, it must not allow central and local governments to 
usurp their power in granting tax reductions and exemp- 
tions; five, it must not permit arbitrary subsidies and 
appropriations; six, it must not perpetrate the kind of 
“idling seen in the pilot classified tax system. Failing to 
comply with the above, the classified tax system will be a 
fraud. Of course, as we said before, because our classified 
tax system is based on the contract system, at the beginning 
(specifically in 1994 and 1995,) it will retain some of the 
contents and practices of the contract system. But in our 
minds, we must clearly understand that this is the new 
system’s temporary "concession“ to the old system, but it 
cannot be permanent. To "take a step backward“ is for the 
sake of “taking two steps forward.‘ With the passing of time 
and as various conditions are met, traces of the old system 
must slowly be removed, and the reform goals of the new 
system must be gradually attained. This is the concrete 
meaning of the radical and gradual nature of reform. As for 
the second concern, we think it is but a misunderstanding; it 
reflects errors in some comrades’ understanding. We should 
point out that the financial contract system was a negation 
and abandonment of the system of state monopoly of 
revenues and expenditures; it was progress. The classified 
tax system, as an even more advanced stage of graded 
financial management, is an extension and advancement of 
the contract system. In implementing the classified tax 
system, we are correcting the defects of the contract system 
marked by the dispersion of financial strength; it 
strengthens the central government's macroeconomic regu- 
lation and control and is in no way a “’restoration™ of the 
system of state monopoly of revenues and expenditure. The 
biggest difference between the system of state monopoly of 
revenues and expenditures and the classified tax system 1s 
that the former overly emphasizes “centralization and 
ignores ’autonomy, and in some sense it turns the locali- 
ties into the central government’s accounting units. The 
latter system pays attention to "proper degree of centraliza- 
tion“ while emphasizing “legal autonomy,“ and it adheres 
closely to the theme of establishing a macroeconomic regu- 
lation and control system and takes care of the central and 
local governments’ interests at the same time, and in turn it 
brings the enthusiasm of the central and local governments 
into play. In our opinion, we must do a good propaganda 
and explanatory job, and at the same time, when concen- 
trating the central government's financial strength, we 
should pay attention to the proper “degree and avoid 
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dampening the enthusiasm and initiative of local financial 
administration. Reform must be substantive and avoid 
giving the people the impression that except for handing a 
few important tax categories to the central government, 
everything will stay the same. 


2. The issue of regulating financial interests among the regions. 
Within a unified country and given the same tax burden, 
citizens living in regions of different economic conditions will 
receive unequal public services. This is unfair but realistic. 
Reasonable and proper adjustments are necessary. “Adjust” 
does not mean “equalize.” The national economy is an organic 
integral whole. No one region must support another region. 
Support must be mutual, and without mutual support, there will 
be no rapid and coordinated national economic development. 
We must stand on the high plane of the whole situation and 
adhere to the principle of fairness and efficiency to resolve this 
issue. Specifically, there are two things: One, the amount of 
“grocery money” should be more or less the same for all. There 
should be protective policy to help regions that cannot meet 
basic needs; we must gradually narrow today’s differences. The 
other thing is that “operating funds” should be planned based 
on how they affect the layout of and benefit the nation’s 
construction; measures should suit the times and local condi- 
tions. In this respect, perhaps we can learn from Australia’s and 
Germany's “equality” and “fairnes ‘ We can set up some very 
rigid laws and work out a simple iv:mula for computing the 
transfer of payment, and all subsidies and aids must be calcu- 
lated according to that formula without negotiations. 


3. The issue of the actual application of the factoring method. 
The factoring method is fairly complicated, and we will 
inevitably run into many problems in practice, but we have 
no choice. Without the factoring method, the classified tax 
system will not be a scientific system. Therefore we must 
concentrate our efforts on investigation and studies and 
learn from other countries’ experiences. In particular, when 
choosing the factors, we must solicit ideas from all regions. 
We suggest that the financial departments set up a special 
organ to study and work out the factoring method and come 
up with a specific implementation program for the leaders 
to examine and make a decision on and legally put it into 
effect upon promulgation. 


4. The issue of resolving the conflict between “tax break” and 
“tax discrimination.” Based on the principle of fair compe- 
tition in a market economy, we should set our preferential 
policy based on industry and not on economic nature or 
jurisdictional relations, even less should we extend prefer- 
ences to individual enterprises. To attract foreign invest- 
ments, we should work on improving the investment envi- 
ronment and not focus simply on tax reduction or 
exemption. To extend one-sided preferential treatment to 
foreign-funded enterprises is to discriminate against domes- 
tic-funded enterprises. In the future, domestic and foreign 
enterprises should pay the same income-tax, and except for 
the free-trade zones, we should not grant foreign companies 
tax-breaks within Chinese territories. After implementing 
the classified tax system, domestic-funded enterprises’ taxes 
should be administered at different levels according to the 
law; foreign-funded enterprises’ tax collection and adminis- 
tration involve national interests and therefore we must em 
phasize centralization. 
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5. The issue of other related reforms. Primarily, they are (i) 
reform of the tax system; (ii) reform of the administrative 
organs’ personnel assignment system; (iii) further deepening 
of reforms of various specific financial systems based on the 
criteria of the “two principles”; (iv) continued implementa- 
tion of the “Provision” to change enterprises’ management 
mechanisms and go all out to promote reform to “separate 
profits from taxes,” (v) reform of the state-owned asset 
management system; (vi) reform of the state treasury system. 
Among these other necessary reforms, the most important is 
the reform of the tax svstem. It should follow the laws of the 
socialist market economy, adhere to the principle of fair tax 
burden and encouragement of competition, and meet the 
need to raise the “two proportions.” In view of the fact that 
the circulation tax has traditionally been China’s most impor- 
tant tax, in the near-term reform, it is both necessary and 
possible for us to set up a three-tax-two-regulation pattern 
comprising of the value-added tax as the primary tax and 
supplemented by the consumption tax and business tax. But 
in the longer time-span, as the classified tax system develops, 
we should strengthen the income tax and develop the resource 
tax. The change or development in the circulation tax is based 
on the rate of economic growth; income tax’s development 
and change is based on economic efficiency. Income tax has a 
great future; many countries that practice the modern market 
economic system are relying primarily on the income tax. It is 
our opinion that it is quite likely that China will embark on 
this path in the future. 


6. The issue of properly linking the old and the new systems. 
When the system changes tracks, it should “shift without 
confusion” and “change in an orderly fashion.” Specifically, 
the central and local financial administrations and tax 
bureaus should work together to make meticulous prepara- 
tions and keep in touch and pay attention to possible cracks 
and loopholes. They must vigorously encourage people to 
consider the whole situation, submit to the whole situation, 
do everything according to the law, banish the tendency to 
grab power and shirk responsibility, and to look beyond 
self-interests. We should guard against those who fiddle with 
the base numbers and artificially generate revenue surpluses 
or shortfalls, avoid paying unnecessary price in ‘nple- 
menting the classified tax system, and maximize the posi- 
tive effects while minimizing the negative effects, so as to 
ensure steady development of financial administration at all 
levels, striving for double bumper harvest in structural 
reform and financial administration. 


Article Views Currency Supply Reform 


94CE0466A Beijing LIAOWANG [OUTLOOK] in Chinese 
No 14, 4 Apr 94 pp 10-11 


[Article by Liu Keqian (0491 0344 6197) and Zhang Fengxi 
(1728 7685 0823): “Onen Market Operations—A Major 
Reform of China's Central Bank Regulation and Control of 
the Money Supply”’} 


[Text] One of China’s “major” monetary reforms in 1994 is 
the central bank's [PBC] practice of open market operations. 
The news coming from the gold-ingot-shaped PBC tower on 
Beijing's Fuxingmen confirms that: the central bank’s man- 
agement of monetary and credit funds in 1994 will change to 
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mostly control of the money supply and oversight of financial 
institution operations, with its regulation and control of the 
money supply gradually introducing the international prac- 
tice of open market operations. Authoritative figures claim 
that open market operations are a major reform of China’s 
Central Bank style of macroeconomic regulation and control 
of the national economy, as well as a key market economy 
style of coordinating monetary and fiscal policics. 


What are open market operations? They refer to actions by a 
country’s central bank, through open market buying and 
selling of financial commodities, such as government bonds, 
to regulate money-market money supply and interest rates. 
When money market funds are tight, the Central Bank buys 
government securities on open markets, pouring basic cur- 
rency into markets; when too much currency is in circulation 
on markets, the Central Bank sells government securities on 
open markets, withdrawing funds from circulation, to deflate 
the currency. 


One of the “Magic Weapons” of Indirect Regulation 
and Control 


The three monetary policies of open market operations, 
rediscounting, and legal deposit reserves, are called in 
international monetary circles the “three key magic weap- 
ons” for exercising macroeconomic regulation and control 
of a national economy. In certain economically developed 
countries, open market operations are regularly used by the 
Central Bank to ease or tighten credit. 


The reason th +t China did not take this step [practice open 
market operai ns] in the past, in addition to system factors, 
was that we had not yet met two objective terms: 


1. The Central Bank has to hold sizeable amounts of govern- 
ment bonds, without which open market operations are 
mere empty talk. In certain developed countries, 50 to 60 
percent of Central Bank assets are national treasury bonds, 
while in China, central fiscal deficits can be made up 
directly through PBC overdrafts, so that Central Bank 
assets do not include control of national treasury bonds. 


2. There has to be a quite deep, broad, and flexible national 
treasury bond market. In such a market, commercial 
banks, stock companies, and other individuals and insti- 
tutions all hold sizeable amounts of treasury bonds, and 
there is also a complete transaction system and stan- 
dards. Otherwise, it is hard for the regulation of credit to 
have any impact. 


So beginning in 1994, open market operations will take a 
developmental step, with central finance no longer directly 
overdrawing on and borrowing from the Central Bank, but 
rather selling treasury bonds to the public, to raise the 
needed national construction funds. In conjunction with 
these monetary and fiscal reform steps, the Central Bank 
will set percentage requirements for the liquid assets of 
financial institutions, stipulating that all types of financial 
institutions hold a set amount of treasury bonds and policy- 
finance bonds. Meanwhile, we will allow all commercial 
banks or their authorized branches, based on the minimum 
assets liquidity percentage set by the central bank, to buy 
and sell treasury bonds on secondary markets, or through 
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forms, such as outside dealings, central bank collateral, and 
“buy-back agreements,” to adjust the percentages of their 
own liquid reserve fund structures. 


Based on this overall principle, we sold Central Bank 
financing bonds in 1993, and will expand treasury bond 
sales in 1994 to 100 billion yuan, all of which bodes well for 
open market operations to reach a higher level. On 31 
January 1994, our first batch of 15 billion yuan worth of 
treasury bills was completely underwritten by an exclusive 
sales group composed of 35 financial institutions. The 
overall coordinator of this exclusive treasury bond sales 
group was the PBC. The joint sale of treasury bonds by the 
Ministry of Finance and the PBC was a historical first. It is 
understood that the Central Bank has recently begun to buy 
treasury bonds, beginning to practice open market opera- 
tions, which will also be a historical first. 


The operating tools of open market operations are treasury 
bonds and foreign exchange, with the ultimate aim being to 
stabilize the value of the RMB. Our choice of treasury bonds 
as our open market operating tool in 1994 will first: help us 
to draw on international practice to avoid detours and 
second; coordinate well fiscal and monetary policies 
through buying and selling treasury bonds. 


The experts involved in the planning of this new monetary 
policy hold that the Central Bank use of open market 
operations to indirectly regulate and control the money 
supply will be like a trickling stream, which can effectively 
prevent the social and economic repercussions caused by the 
past forms of direct regulation and control, such as 
relending and controlling credit scope. This is because only 
when it is necessary to regulate and control the economy will 
the Central Bank handle basic currency through the three 
major channels of its discount collateral window, treasury 
bond market, and foreign exchange market, transmitting 
basic currency through these channels to financial institu- 
tions to produce the regulation and control effect, so that all 
financial institutions certainly do not deal directly with the 
central bank, but rather with money markets. Meanwhile, 
this policy will operate with constancy and continuity, in 
that once money markets experience changes, the Central 
Bank can quickly change its operating direction, to quickly 
adjust the market money supply. 


Welcome News for Our Whole Society 


Central Bank initiation of open market operations is good 
news for financial institutions, as well as for enterprises and 
individuals. Ensuring that open market operations work to 
achieve the desired regulation and control impact will 
require the sale of large amounts of treasury bonds, which 
will sharply increase public investment opportunities. 
Banks and nonbank financial institutions can a!so, when 
funds are abundant or in short supply, directly or indirectly 
adjust their assets structures through treasury bond transac- 
tions with the Central Bank. As the Shenzhen Development 
Bank is a listed corporation, the relevant provisions do not 
allow it to invest in the stock market, so that for many years, 
treasury bonds have been a key part of its capital structure. 
Open market operations will undoubtedly provide fine 
opportunities for such institutions. A figure affiliated with 
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the Industrial and Commercial Bank of China, which is 
acting as a major underwriter for the first batch of voluntary 
treasury bond sales, states that: “We particularly welcome 
the reform of treasury bond sales. Since many commercial 
bank assets are now credit loans, current lending seems to be 
a bottomless pit. But if we buy treasury bills, we can 
effectively change our former assets structure.” 


Central bank initiation of open market operations will also 
have a certain impact on current and future stock market 
prices and returns. For instance, when the PBC is buying large 
amounts of treasury bonds, this means that it 1s easing money 
and expanding credit, which will generally raise bond prices, 
lowering their yields. But when the PBC is selling large 
amounts of treasury bonds, this means that the central bank 
is tightening money and shrinking credit, creating the impres- 
sion that interest rates will go up, thus lowering demand for 
investment bonds, causing bond prices to slide. For the 
investor, correctly grasping these “signals” for timely pur- 
chases or sales of treasury bonds, will sharply increase invest- 
ment returns. 


Open Market Operations Are a Heavy Responsibility 


Central Bank open market operations are intertwined and 
mutually promotional with treasury bond markets. 


China’s treasury bond circulation is less than ideal, one of the 
signs of which is a low turnover rate. For U.S. treasury bond 
sales, the turnover rate can reach 100 percent in about one 
week, while the turnover rate for China’s treasury bonds was 
less than 100 percent for all of 1993. We are facing a similar 
problem in 1994. The Shanghai Stock Exchange offers a series 
of treasury bond services, such as buybacks, futures, and spots, 
for which trading volume and turnover rates are all low, with 
almost noone using its treasury bond buyback service for capital 
financing. In other words, China’s open market operations still 
depend on the size and vigor of the secondary bond market, as 
well as on related central bank steps, without which their 
initiation will be negatively affected. 


In another area, China’s open market operations are just 
beginning in 1994, with few possible means of regulation 
and control, meaning that for some time to come, it will be 
impossible for them to become the Central Bank’s major 
means of macroeconomic regulation and control, and that it 
will be hard for them to have much impact on macroeco- 
nomic conditions. It is predictable that as the Central 
Bank’s monetary policy tools increase, and its regulation 
and control means improve, it will not be too long before 
indirect means of regulation and control, such as open 
market operations, will play the key economic regulation 
role, to replace direct means of regulation and control. 


Article Views Cautious Steps on Financial Reform 


49CE0499A Hong Kong MING PAO YUE-KAN [MING 
PAO MONTHLY] in Chinese No 5, May 94 pp 84-86 


[Article signed Chih Ts’e (2535 4595), standing for Chih 
Ts’e Investigation and Research Co., Ltd.: “Prospects of the 
Financial Reform in Mainland China’’} 


[Text] Since early 1994, the Chinese Government has 
adopted an ever more cautious attitude in its pursuit of the 
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financial reform. The present article summarizes a thorough 
research into the financial reform in Mainland China, 
carried out since the end of last year by the Chih Ts’e 
Company. We hope it will assist readers in getting to know 
and fully understand the financial reform on the mainland. 


Following the Third Session of the 14th CPC Central 
Committee, and having set the establishment of the socialist 
market economy system as general objective, the Chinese 
Government formulated a series of reform plans. One of 
their most important components is the reform of the 
financial system. The following major items are included in 
the scheduled financial reform plan: The People’s Bank is to 
become a Central Bank; commercial finance is to be sepa- 
rated from the state’s policy-directed finance; the present 
specialized banks shall be converted into commercial banks, 
and appropriate banks shall be established for the state’s 
policy-directed finance; various kinds of financial institu- 
tions of a nonbank character and securities markets shall be 
developed; banks with new and different ownership systems 
shall be established; the financial markets shall be gradually 
and to a limited extent opened to the outside world. 


These reform plans of the Chinese Government have 
attracted general attention in Chinese as well as foreign 
financial circles, and have raised great hopes of financial 
reform in 1994. Contrary to this optimistic anticipation, the 
Chinese Government, since the beginning of 1994, has been 
adopting an ever more cautious attitude toward financial 
reform. The present article summarizes the thorough 
research of financial reform in Mainland China carried out 
since the second half of last year by the Chih Ts’e Company. 
We hope it will assist readers in getting to know and fully 
understand the financial reform on the mainland. 


Two Kinds of Interests, Two Kinds of Objectives 


One of the major special characteristics in the 15-year 
history of the reform has been that implementation of 
whichever item of mainland reform has always been the 
result of continuous back-and-forth adjustments and nego- 
tiations between the central government and the local 
governments. Not one item of the reform has been imple- 
mented according to the predetermined plan and timetable 
of the central government. The financial reform will reflect 
this basic characteristic even more intensely. 


As far as the central government is concerned, its funda- 
mental objective in the financial reform is establishment of 
a new system of macroregulation and control, suited to the 
conditions of market economy, to replace the former admin- 
istrative method and to realize the developmental objectives 
of the central government. In the immediate future and for 
a medium range of time, the policy of strengthening macro- 
regulation and control actually means strengthening the 
central government’s control of the economy and reducing 
the ability of local governments to interfere. The central 
government is particularly interested in having the People’s 
Bank as quickly as possible assume the various functions of 
a central bank and to have it designated as policy-setting 
bank. Converting the specialized banks into commercial 
banks is being viewed as even more important, in that it will 
enable the branch agencies of specialized banks to free 
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themsci\ cs of the influences exerted by locai governments 
and to raise the efficiency of their credits, and, furthermore, 
to be able to continue maintaining control over the scope of 
credits. 


As far as the local governments are concerned, the funda- 
mental objective of the financial reform is to reduce as far as 
possible the central government’s financial control in one’s 
territory, to increase sources of funds for one’s locality, and to 
provide for all local enterprises and for local economic 
development a financial environment that is less exposed to 
influences emanating from the economic condition of the 
overall entity. The local governments will therefore attach 
greater importance to the development of all kinds of direct 
methods of financing and of banking institutions of a local 
nature, including the development of local banks. They also 
hope that it will be possible in the course of the commercial- 
ization of the specialized banks to gain greater freedom from 
the central authorities’ centralized control and restraints on 
their, the local governments’, scale of operations. 


No doubt, these two reform objectives do not agree with 
each other, and that reveals a very serious contradiction. 
This disparity is bound to constitute a substantial impedi- 
ment in the financial reform and in the commercialization 
of the specialized banks. 


Fundamental Obstructions Impeding Financial Reform 


The financial reform on the mainland is up against three 
most fundamental obstructions: 


vw. 


-~tornrise system. The most basic characteristic of 
mainland enterprises, whether they are state-run or collec- 
tive-run, is that they take responsibility for profits but not for 
losses. As long as they have attained a certain proportion and 
employ a certain number of staff and workers, enterprises 
under most circumstances simply cannot go bankrupt and 
cannot be closed down. To a very large extent this is due to 
the fact that mainland enterprises also function to a very large 
part as a social security system. Once an enterprise would go 
bankrupt, workers would lose their jobs, and this would 
endanger social stability. Neither the central government nor 
the local governments will wish this to happen. Under these 
circumstances, the enterprise-bank relationship cannot pos- 
sibly be u ..::pletely economic relationship, banks also 
cannot possibly grant loans completely according to eco- 
nomic principles, and it is then also quite impossible for 
banks to enforce repayment of loans when enterprises find 
themselves unable to repay bank loans. In most instances 
nowadays, banks will grant credits to enterprises that incur 
serious losses or whose assets do not cover their liabilities just 
to have them keep up production or to ensure by their loans 
that the workers will be paid their basic wages. What has to be 
emphasized here is that in any case the reform of the 
enterprise system will be a very slow and gradual process. 
Before having truly established an enterprise bankruptcy 
system and a social security system, and before these systems 
are really functional, no great progress is possible in the 
commercialization of the specialized banks on the mainland. 


2) Macro-economic control. After the very thorough reform 
of the planning system, finance, especially the system of 
specialized banks, has at the present stage become the 
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central government’s major means of exercising macroeco- 
nomic control and the major means of realizing the objec- 
tives of its industrial policy. Prior to having established a 
new form of macroeconomic regulation and control, the 
commercialization of the specialized banks would soon 
result in detaching these banks from the economic interests 
of the central government and allowing them to adopt an 
attitude of noncompliance with state policy, where such 
conflicts with the bbe’ awn interests. This would undoubt- 
edly weaken the ability of the central government to control 
economic activities. Even if, as a matter of priority, special 
banks are established for the state’s policy-directed financial 
affairs, having all credit business operated along commer- 
cial principles would then still make it impossible for the 
central government to realize a large part of its macroeco- 
nomic policy objectives, because the credit operations of the 
specialized banks would be of so large a scale as to be 
decisive within the total amount of credit operations. This 
would apply to the areas of controlling the overall scope of 
credits, the direction of credit investments, assurance of 
employment, etc. For these reasons, the central government 
is adopting a most cautious stand in the question of com- 
mercialization of the specialized banks. 


3) Local interests. For a variety of reasons, setting up branch 
agencies of the specialized banks all over the country would 
make these branches, to a certain extent, banks of the local 
governments. To achieve their local economic objectives, 
the local governments would use every means to have the 
specialized banks grant credits according to their, the local 
governments’, demands. If the basic-level bank branches 
would not be able to freely decide on the granting of loans, 
it would hardly be possible for any real commercialization 
to be truly materialized. It has to be emphasized, therefore, 
that even if it would be possible to keep organizational and 
staff matters free from the influence of the local govern- 
ments, the local branches would, in all their business oper- 
ations, still be subject to the dispositions and directions of 
the local governments. 


The significance of the above-stated three difficulties is 
perhaps: Apart from the experts, there is nobody in Main- 
land China who truly hopes for an early commercialization 
of the specialized banks. 


A Reform Characterized by Peripheral Reforms 


The central government is fully aware of the complexity of 
such problems as the commercialization of the specialized 
banks and the overall reform of the financial system. It is, 
therefore, adopting a very cautious attitude toward these 
reforms. Even though the ‘Resolution of the Third Plenary 
Session’ and related documents emphasize the importance 
of financial reform and the commercialization of the spe- 
cialized banks, in actual implementation greater importance 
is placed on stability and feasibility of the reform process. 
Key points in the reform for the immediate and medium- 
range future are to strengthen, as a matter or priority, the 
functions of the Central Bank and the establishment of 
banks for the state’s policy-directed financial affairs, so as to 
achieve the separation of ordinary finance from the state’s 
policy-directed finance. In matters of commercialization of 
the specialized banks, the stand taken is one of steadiness 
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and soundness. Early this year, at the All-China Financial 
Work Conference, the presidents of the four specialized 
banks did not emphasize commercialization as a key task, 
but merely mentioned, in general terms, the intention to 
advance in that direction. Thereafter, the complexity of the 
entire macroeconomic situation and the increasing pressure 
of the commodity price increases, had the central govern- 
ment and the relevant agencies become even more cautious 
in the matter of promoting financial reforms. 


In reviewing the past experiences in the reform, we believe 
the financial reform and commercialization of the special- 
ized banks will possibly show more or less the following 
characteristic developments: 


1) In overall progress and dispositions, matters will on the 
whole follow the basic course of past reform activities on the 
mainland. At first, a relevant reform plan will be formulated, 
and an appropriate locality will then be selected where the 
project will be launched as an experiment on a small scale to 
gain necessary experiences. On the basis of the collective 
experiences, the project will then be gradually expanded. 
Completion of the relevant reform plan could be expected 
within a year. 


2) As to its specific forms, the reform may be conducted in a 
variety of forms in parallel. In the area of securities markets 
(securities to comprise stocks and bonds), as to non-bank 
financial institutions, as to the commercialization of special- 
ized banks, as to various forms of local banks, as to banks on 
the shareholding cooperative system, as to the limited 
opening up of the domestic financial market and of business 
in people’s currency [RMB], experiments in various forms 
will be conducted simultaneously. 


3) Stimulating the process of commercialization of the spe- 
cialized banks by other types of financial reforms. This 
comprises two basic aspects: First, most speedy develop- 
ment and promotion of various forms of direct financing. 
Second, most speedy development of banks other than the 
specialized banks. 


Because every type of direct financing and banks other than 
the specialized banks are much closer to the development of 
the regional economy, and are much easier influenced by 
local governments, these financial activities and reforms 
will receive much more support from the local governments. 
We may therefore see in the coming few years a rapid 
development of these financial reforms, and there will also 
be a substantial impetus from the basic level toward the 
upper levels in the core concern of the financial reform, 
namely in the commercialization of the specialized banks. 


Opportunities Brought by the Financial Reform 


As far as foreign investors are concerned, the financial 
reform in Mainland China, regardless of its speed, will 
provide a series of new investment opportunities, and will 
also be of assistance to foreign investments already in place 
on the mainland. Speaking only of the reforms that have 
already taken place, these opportunities exist on the whole 
in the following areas: 


1) Foreign-Financed Banks. At present, the Chinese Govern- 
ment already allows foreign capital to set up fully or partly 
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foreign-financed banks in the special economic zones [SEZs]. 
In Shanghai, there are already over 80 foreign-financed banks 
and financial institutions, and such also exist in other SEZs. 


2) Opening up trade in RMB. At present, Shanghai has already 
decided to open up, tentatively and within limits, trade in 
RMB to foreign financial institutions within the year. With 
this as starting point, all SEZs will gradually engage in similar 
experiments. Even though this type of business activity is 
restricted to the SEZs, the fact that each SEZ has the position 
of financial center will have the effect that these experiments 
will have widespread influence and will penetrate into the 
other areas of Mainland China. 


3) Non-Bank Financial Institutions Chinese Government 
regulations on foreign capital entering into securities and 
funds are very relaxed. In the next few years, these areas will 
experience very rapid development. At present, as many as 
600 funds of various types are awaiting approval. After the 
People’s Bank will have promulgated its regulations on the 
administration of funds, mainland funds will develop very 
rapidly. 


Overall, the fact that financial reform and financial activi- 
ties on the mainland are drawing closer to international 
practices will induce the government to gradually relax 
financial controls. It will, furthermore, adopt a series of new 
forms of financial activities and provide new opportunities 
for financial investments, and foreign investors will gain 
much benefit in the course of these developments. 


INDUSTRY 


Changchun Motor Vehicle Plant Increases Sales 


94CE0521U Changchun JILIN RIBAO in Chinese 
15 Apr 94 p 1 


[Summary] In the first quarter of 1994 the Changchun No | 
Motor Vehicle Plant sold more than 41,000 vehicles, a 9.4 
percent increase over the same period in 1993, and sales 
income exceeded 4.24 billion yuan, a 37.7 percent increase. 
Diesel trucks were the most popular selling item. 


In the first quarter, the plant produced more than 12.000 
diesel trucks, a 63.6 percent increase over the same period in 
1993. In the first quarter the plant produced 2,700 spare 
parts, fulfilling 45 percent of the annual plan. 


SMALL-SCALE ENTERPRISES 


Zhejiang Increases Private Enterprises 


94CE0521Z Hangzhou ZHEJIANG RIBAO in Chinese 
29 Apr 94 p 2 


[Summary] At the end of March, private enterprises in 
Zhejiang Province numbered 25,000, and employed 
300,000 people, increases of 92.3 percent and 78.6 percent 
respectively over the same period in 1993. At present 641 
private enterprises have a registered captial exceeding | 
million yuan; 79 private enterprises have an annual output 
value of 10 million yuan, and three have an anual output 
value of over 100 million yuan. Private enterprises have 
accumulated $110 million in foreign investment. 
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FOREIGN TRADE, INVESTMENT 


Overview of GATT Accession Process 


94CE0475A Beijing LIAOWANG [OUTLOOK] in Chinese 
No 533, 4 Apr 94 p 41 


[Article by Zhou Shaoping (0419 1421 1627): “GATT 
Accession Prospects Still Unclear’’] 


[Text] It has been eight years since China submitted its 
application to GATT for the resumption of its membership 
in July 1986. During these eight years, GATT’s China 
working group, charged with reviewing and considering 
China’s application, has held 16 conferences and posed 
thousands of questions concerning all aspects of China’s 
trade system to the Chinese delegation. This marathon-style 
review progress is rare in GATT history. The working group 
held its 16th meeting in Geneva between 15 and 18 March 
but clear progress remains elusive. 


Under the accord reached by the 110 nations participating 
in the Uruguay Round, a World Trade Organization [WTO] 
will be set up to replace GATT. In principle WTO is 
scheduled to be set up before July 1995. However, most 
nations now want to advance the date to January 1995. This 
development has given GATT accession negotiations extra 
urgency. To be a founding member of WTO, China must 
totally wrap up GATT accession talks by fall this year. 
Otherwise it will have to apply anew on even more stringent 
terms. Thus it can be said with certainty the next few 
months will be a critical period in China’s push for GATT 
membership. 


The GATT China working group is responsible for all work 
relating to the resumption of China’s status as a signatory to 
GATT. Its responsibilities can be divided into three parts: 
examining and reviewing China’s foreign trade system; 
drafting the GATT accession agreement, including provi- 
sions on China’s rights and obligations after it becomes a 
member; and tariff reduction negotiations between China 
and other GATT signatories. For a variety of reasons, the 
working group has always focused its energies on 
scrutinizing China’s trade system. 


Both during the working group’s | 6th meeting and when he 
met with Director-General Sutheriand of GATT, Gu 
Yongjiang, vice minister of foreign economic relations and 
trade who headed China’s delegation to the negotiations, 
emphasized that China has met the conditions for admis- 
sion and that the working group should speed up the 
negotiation process by wrapping up its consideration of 
China’s trade system and starting to draft the admission 
agreement. Sutherland expressed his support for China’s 
early accession, noting that without China, the future WTO 
would lack broad representativeness. 


To nudge the negotiation process along, the Chinese Gov- 
ernment has introduced a string of foreign trade reforms in 
a concerted effort to create a new mechanism compatible 
with the rules by which the international trade system 
operates. Since the end of last year, in particular, it has 
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unveiled several major reforms such as abolishing the man- 
datory import plan, reforming the import quota and import 
permit system, drastically narrowing the scope of import 
management, simplifying import procedures, and quick- 
ening the pace of tariff cuts. In 1992 it eliminated the import 
regulating tax and lowered the import tax twice. On top of 
that it lowered the tax rates on more than 280 commodities 
and did away with quota and permit management for the 
280 commodities last year. These steps have opened the 
Chinese market even further. At the 16th meeting, the 
Chinese delegate made additional commitments on the 
issue of tariff and non-tariff reductions and concessions. 
This year, moreover, China has taken steps to reform its 
foreign exchange system and tax system. Under its original 
commitment to GATT, China was to reform its foreign 
exchange system within five years. As it turned out, it took 
China less than one year to do just that. 


Delegates from all nations who attended the China working 
group’s 16th meeting welcomed China’s reform measures. 
With the exception of the United States, all developed 
nations said unequivocally that the working group should 
speed up its deliberations and begin formal negotiations on 
China’s GATT accession agreement as soon as possible so 
that China can rejoin GATT before WTO is established. 
During a visit to China last February, Bulitan, the EC 
delegate, presented China with a draft agreement, which was 
viewed by Chinese trade officials as a positive move that 
would prod the negotiation process forward. At the | 6th 
meeting, the Chinese delegate and his EC counterpart 
exchanged ideas on the draft. The Japanese delegate indi- 
cated that Japan would open negotiations with China on 
tariff reductions. As of to date about 10 countries, including 
Australia and New Zealand, have opened negotiations with 
China on bilateral tariff reduction. 


With all these nations working hard to accelerate GATT 
accession negotiation, America’s isolation becomes even 
more pronounced. The negative attitude of the United 
States to the resumption of China’s GATT membership 
contrasted sharply with the atmosphere at the meeting. The 
U.S. delegate said the agreement should not be discussed 
before they figure out China’s trade system and objected to 
China’s accession “timetable.” During bilateral Sino-U.S. 
contacts, the Americans invariably voice strong support for 
Chinese GATT membership. It is hard to tell what the 
Americans are up to. Within the United States there are 
some people who argue that Clinton’s foreign policy, 
including of course his China policy, has yet to take shape. 


Whether or not China can rejoin GATT on schedule 
depends to a large extent on America’s attitude. Observers 
say there are only two possible scenarios. In one scenario, 
the United States drives a hard bargain only to relent at the 
last moment. The other scenario depicts the United States 
as utterly determined to prevent China from becoming a 
founding member of the future WTO. Whichever scenario 
materializes, it is an irreversible trend for the Chinese 
economy to flourish and for China to take bold strides to 
join the world. 








JPRS-CAR-94-37 
17 June 1994 


LABOR 


Current Income Distribution, Policy Analysis 


94CE0508A Beijing GUANLI SHIJIE [MANAGEMENT 
WORLD} in Chinese No 2, 24 Mar 94 pp 40-51 


[Article by Xie Fuzhan (6200 0126 4232), affiliated with the 
State Council Development Studies Center; edited by Luo 
Guifen (5012 2710 5358): “China’s Income Distribution: 
Status Quo and Policy Analysis’’} 


[Excerpts] 


Il. The Urban-Rural Income-Distribution Gap 


Rural residents and city dwellers are two major interest 
groups with different features in Chinese society. As these 
two groups have completely different distribution mecha- 
nisms, as well as quite differing distribution orders, clari- 
fying our urban-rural income-gap status quo and analyzing 
the factors producing the gap, is of key significance in 
understanding China’s overall income distribution. 


When our traditional system had just begun to be perfected 
in 1957, the average income of China’s city dwellers was 
3.48 times that of rural residents, which figure had basically 
stabilized by pre-cultural revolution 1964 at about 2.38 
times, where it stayed until 1979. But as reform and opening 
up occurred first in the rural areas, steadily raising agricul- 
tural labor productivity, our urban-rural income- 
distribution gap has shrunk yearly since 1979. By the 
mid-1980s, our urban-rural income-distribution gap has 
dropped below 1.9. And while it rose only slightly after- 
wards, it had clearly increased to 2.31 by 1989 and 2.42 by 
1990, surpassing even that of 1978. The clear growth of this 
urban-rural gap has aroused widespread public concern. 


The phased change in this urban-rural income gap was the 
inevitable outcome of the phased advance of reform and 
opening and the phased adjustment of our economic policy. 
Of the factors causing the change in our urban-rural income- 
distribution order, prices were one of the most direct ones. In 
1979, when the state raised the procurement prices for 18 
categories of farm and sideline products, the composite 
comparative price index for industrial and agricultural com- 
modities dropped to 82 percent. Peasant income went up 19.4 
percent from 1978. In the following years, prices were dereg- 
ulated yearly, with the excess-purchase markup percentage 
rising steadily. 


From 1979 through 1981, the percentages of the price factor in 
overall peasant income growth were respectively 4.1 percent, 
18.1 percent, and 18.8 percent. By 1989, the composite com- 
parative price index for industrial and agricultural commodi- 
ties had shot up from 1988's 93.7 percent to 103.2 percent, 
reaching 107.4 percent by 1990, with the urban-rural income- 
distribution gap growing respectively to 2.31 and 2.42. In 
addition, the responsibility system of linking remuneration to 
output in the rural areas that was first tested in 1979 and then 
gradually expanded and fully implemented from 1982 to 1984, 
along with the basic change in the rural organizational struc- 
ture, sharply aroused peasant production initiative. During 
that time, peasant households had land-use rights, acquiring 


ECONOMIC 43 


independent property rights, directive planning and adminis- 
trative control of production was abolished in rural areas, a 
commodity economy steadily developed, markets gradually 
formed, and the enormous energies released by system reform 
combined with the state’s 3-decade post-liberation investment 
in agricultural, fixed assets and infrastructures to sharply raise 
agricultural labor productivity. 


Our agricultural growth rates from 1981 through 1984 were 
respectively 5.8 percent, 11.3 percent, 7.8 percent, and 12.3 
percent, approaching and exceeding our GNP growth rates. 
During this period, our urban economic-system reform had 
just begun, with distribution-system changes reflected only in 
areas, such as the raising of wages step by step and the 
restoration of the bonus system, while all manufactured goods 
and service prices remained mostly under directive-plan 
control. So in this phase, our urban-rural income gap dropped 
to a historic low. But the “CPC Central Committee Resolu- 
tion on Economic-System Reform” passed by the Third 
Plenary Session of the 12th CPC Central Committee showed 
that our reform priority had shifted from the rural areas to 
cities. After this, urban economic reform advanced quickly, 
with enterprises acquiring increasing independent operating 
authority and planned management steadily shrinking in 
scope. The dual-track pricing system, with bonus maximums 
no longer set, and the various forms of the responsibility 
system practiced after 1988, clearly slanted our profit- 
distribution order toward the cities, with the urban-rural 
income gap growing again to its 1987 level of 2.19. 


It needs to be pointed out that while the comparative profits 
of [agricultural] cultivation began to drop in this stage, the 
large shift of the rural surplus workforce to nonfarm 
industry, with the rapid rise of all types of village and 
township run enterprises, clearly raised the percentage of 
non-farm income in peasant net income to a certain extent 
keeping the urban-rural income gap at a fairly reasonable 
level. But the 1989 improvement and rectification sharply 
cut back the growth of township and village enterprises, 
slowing the growth rate of rural nonfarm industry. Over 30 
million peasants who had left the soil but not the country- 
side lost their jobs in nonfarm industry, returning to tradi- 
tional agriculture, which had worsened by 1990. In peasant 
per capita net income, the percentage of nonfarm income 
dropped to 26.53 percent. Still in the period of improve- 
ment and rectification, due to the basic difference in urban 
and rural distribution mechanisms, while the 1990 nonfarm 
industry growth rates were 5.5 percent for industry, 3 
percent for communications and transportation, -6.9 per- 
cent for commerce, and zero growth for construction, the 
agricultural growth rate was a high 7.5 percent. But the 
peasant net income growth rate was only 4.7 percent, with 
the nonfarm employee wage growth rate reaching a high 
12.7 percent, and the urban and rural household average 
cost of living income up 10 percent. 


The above analysis involves only the overt urban-rural 
income gap and its causes. But a covert urban-rural income 
gap was also very evident. First, urban housing was gener- 
ally assigned by the [work] unit and the state, at very low 
rents; health care costs were also borne by the state and 
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collectives, with everyone receiving pensions after retire- 
ment. After 1984, city-dweller subsidies clearly increased. A 
sampling and projection by a CASS Economic Institute 
income-distribution taskforce shows that if all types of 
subsidies are included, our 1988 urban-rural income gap 
was 2.36, higher than the 2.91 result obtained from overt- 
income calculations. 


In short, China's urban-rural income gap is one of the most 
glaring yet easily overlooked problems in the field of distri- 
bution. This gap was formed by both system factors and 
policy impacts. But while acknowledging our urban-rural 
distribution gap, we also need to note that since reform and 
opening, our overall urban-rural distribution trend has been 
toward improvement and rationalization. From 1952 to 
1978, our rural income growth rate was 1.95 percent, while 
our urban income growth rate was 3.15 percent, meaning 
that urban incomes grew faster than rural ones. But from 
1978 to 1990, rural incomes averaged growth of 6.37 
percent, while urban incomes averaged growth of only 5.08 
percent, meaning that rural incomes grew faster than urban 
ones. So as to accumulated effect and overall trend, reform 
and opening have still improved our urban-rural income 
distribution. As to the phased results, whenever reform and 
Opening were proceeding more smoothly, our urban-rural 
income-distribution gap was more rational, and vice versa. 
This shows that it is only by persisting in reform and 
opening that we can perfect our socialist distribution 
system, to speed up the growth of our productive forces. 


Il. The Regional Income-Distribution Gap 


As China is vast in territory, with sharp differences in 
natural and geographic conditions, and very uneven eco- 
nomic development, our income-distnibution gap among 
provinces is quite obvious. 


In our initial reform and opening period in 1980, net peasant 
income throughout China averaged 204.89 yuan, with 10 
provinces and municipalities having incomes higher than the 
average, and the highest incomes being in Shanghai, where 
they averaged 397.35 yuan a year. There were 18 provinces 
and municipalities with incomes lower then the average, with 
the lowest incomes being in Shaanxi, where net income 
averaged 142.49 yuan a year. Shanghai incomes were 2.78 
times those of Shaanxi, with the high-income group of prov- 
inces and municipalities concentrated in the agriculturally- 
developed three eastern provinces, Guangdong, Hunan, 
Jiangsu, Zhe'iang, and the three municipalities (Beijing, 
Tianjin, and Shanghai). The income-distribution inequality 
index W (Elteto-Frigyes) was 42.96 percent for all provinces, 
with the inequality index U for the provinces and municipal- 
ities below the average income being 23.19 percent, and the 
inequality index V for the provinces and municipalities above 
the average income at 25.73 percent. Beginning in 1980, the 
degree of income-distribution inequality among provinces 
rose steadily. By 1990, the highest incomes were in Shanghai 
Municipality, where net incomes averaged 1,664.35 yuan a 
year, while the lowest ones were in Gansu Province, where net 
incomes averaged only 398.99 yuan, making Shanghai 
incomes 4.7 times that of Gansu’s. By 1990, the W index had 
risen to 46.74 percent, about 4 points higher than in 1980, 
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while the U and V indexes had climbed respectively to 26.32 
percent and 32.72 percent, both more than 10 points higher 
than in 1980. 


During this decade, the larger regional income-gap was 
characterized mainly by a larger gap between income from 
the collective economy and other nonproduction income, 
with the W indexes for these two categories of income 
respectively at 93 percent and 60.54 percent, far larger than 
the inequality index for peasant net income. The household- 
Operation income index W was 27.92 percent, lower than 
the overall gap: this included the V index for provinces and 
municipalities above the average income at only 9.6 per- 
cent, and the U index for those below the average which was 
at 20.2 percent. It is thus obvious that the gap between 
developed and undeveloped provinces in household- 
operation income where the key source is traditional culti- 
vation income, was certainly not the major source of the 


peasant income gap. 


In contrast to the peasant income gap, urban-household 
income inequality among provinces was much less. In 1990, 
the inequality index W was 30 percent for the lowest income 
group among provinces, and 28 percent for the highest 
income group, but only about 25 percent for the middle- 
income group. It is thus obvious that the urban income gap 
was most glaring among the lowest and highest income 
levels. In the provinces and municipalities with incomes 
above the average, inequality was lowest for the middle- 
income group, with the V index at only 10.7 percent, while 
in the provinces and municipalities with incomes below the 
average, inequality was lower for the high-income group, 
with the inequality index U at about |2 percent. So urban 
income-distribution equalitarianism remains quite evident. 


In urban household income, the gap among average 
employee wages 1n all provinces and municipalties was also 
not too large. In 1981, annual employee incomes were 
highest in Tibet and Qinghai, and lowest in Jiangsu, with the 
national employee-wage inequality index W at 16.37. There 
were 17 provinces and municipalities below the average, 
with the U index at 7.49 percent, and 12 above the average, 
with the V index at 9.6 percent and except for the three 
municipalities, most of the rest being minority nationality 
and border regions. The major source of the wage difference 
was the regional difference between the highland and border 
regions. From 1981 to 1986, the inequality indexes climbed 
yearly, reaching their maximums by 1986, when the U, V 
and W indexes were respectively 14.06 percent, 21.08 
percent, and 32.19 percent higher than in 1981! by 7, 12. and 
16 points, respectively. But after 1986, the employee-wage 
inequality index fell yearly, with the U, V and W indexes by 
1990 down respectively to 10.65 percent, 16.71 percent, and 
25.51 percent. In 1990, average yearly wages were 3.178 
yuan for the highest-income Tibet, and 1,729 yuan for the 
lowest-income Jiangxi. Generally, average wages were rela- 
tively higher for economically more developed regions and 
mostly lower for undeveloped ones, except for border 
regions. Among all provinces and municipalities, distribu- 
tion inequality was greater for those with wages above the 
national average than for those with incomes below the 
national average. That the employee-wage income gap first 
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grew and then shrank was closely related to wage-reform 
progress in the 1980s. Before 1985, wage reform was basi- 
cally a resumption of certain effective pre-cultural revolu- 
tion bonus systems, with adoption of methods, such as 
additional wages for all employees in batches. But the 1985 
enter~rise and institutional wage reform actually reinforced 
the equalitarian-distribution method. 


The causes of the income-distribution gap among provinces 
were as follows: The production-factor structure. In eastern 
China, education had long been more advanced, with the 
percentages of illiteracy and semiliteracy among those over 
15 years of age lower than the national average, while in 
western China, these percentages were higher than the 
national average. The percentage of those older than 6 with 
higher than junior high school educations was higher in the 
east than in the west. This literacy discrepancy directly 
affected workforce quality, even more so in its market- 
economy concepts. Generally, most poorly-educated 
workers had information problems and no way to get rich, 
being unable to quickly master new technology and diversi- 
fied economic means, they were only able to engage in 
traditional, inefficient work. But regions and groups where 
educational quality was higher were able to adapt to market- 
economy laws. Based on their own advantages, while 
engaging in traditional agriculture, they shifted surplus 
labor and surplus worktime to nonfarm industry, with urban 
employees taking up second occupations and other ways to 
get rich. As the impact of this education gap on income 
distribution was potential and longstanding. it was very 
hard to change quickly in a short period of time. 


As to natural and geographic conditions, the east was far 
more advantaged than the west. Superior natural and geo- 
graphic conditions contributed to agricultural development, 
thus supporting light industry growth, to bring along the 
economic development of the whole region. In addition, 
eastern China had far superior transportation facilities, 
information channels and investment climates than western 
and central China, enabling it to attract an inflow of talent, 
money, and technology from other parts of China and 
abroad. Starting in the Sixth Five-Year Plan, the state 
increased its investment in the eastern coastal zone, pushing 
this region’s percentage of national investment to 50.6 
percent, far exceeding its 1953-1980 level of 40.6 percent. 
During the whole 1980s, state investment in the eastern 
zone and this region's own investment growth rate both far 
exceeded that for western and central China, enabling the 
eastern region to combine its human capital, funding, and 
geographic advantages to quickly raise its production level, 
promoting its economic takeoff, and speeding up its eco- 
nomic growth rate. The economic-development gap was the 
main cause of the income-distribution gap among eastern, 
central, and western China, as well as that between the 
coastal and interior zones. 


The most obvious feature of the regional income- 
distribution gap as shown in development level was the 
makeup of the rural industrial structure. As China has such 
a large population, whether rural surplus labor can shift 
from traditional agriculture to nonfarm industry, and the 
rate and scale of this shift, largely determine a region's 
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economic development and income levels. Eastern China’s 
ratio of GVAO to GNP is only about 37 percent, while 
central and western China’s are respectively 55 percent and 
approximately 65 percent. Conversely, eastern China’s ratio 
of rural GVIO to GNP is about 50 percent, far exceeding the 
Output value of traditional agriculture, while central and 
western China’s are respectively only 29.3 percent and 22.3 
percent. In 1989, in Jiangsu with a higher level of rural 
industrial development, the ratio of traditional-agricultural 
gross output value to GVAO was only 27.9 percent, which 
figure for Guizhou was 75.45 percent. This huge difference 
in rural industrial structure obviously affects the regional 
income-distribution makeup. 


In the regional distribution gap, in addition to the impact of 
the productive-forces gap, state macroeconomic policy was 
also a very important factor. Since the Third Plenary 
Session of the 11th CPC Central Committee, the state has 
adopted an uneven-development regional policy, employing 
a laddered development strategy of SEZs—open coastal 
cities—coastal EDZs—open cities along the Chang Jiang 
and open border zones—interior, to drive overall economic 
development. The coastal zones that were opened first 
enjoyed more autonomy and more preferential policies than 
the interior areas, such as investment-project examination 
and approval, foreign-investment attraction, foreign trade, 
foreign-exchange retention, loan scale, and tax burden. 
These policy preferences on one hand attracted a steady 
inflow of overseas advanced equipment, technology, and 
funding and domestic outstanding talent and economic 
resources, enabling these zones to steadily upgrade their 
industrial structures and quickly develop their manufac- 
turing industries. On the other hand, they enabled these 
zones to use a slanted price structure of lower prices for 
domestic primary products, resource products, raw mate- 
rials, and energy and higher ones for finished goods, to 
benefit in the exchange of products with the interior, 
enhancing their accumulated might, and forming market 
and profit structures more favorable to the eastern region. 


The eastern region’s faster investment and steady expansion 
of domestic and foreign markets clearly raised its employ- 
ment rate, changing its workforce’s job structure, and raising 
its overall income level. As to the distribution-policy effect, 
the zones that were opened first with a faster reform pace 
were the first to break free from the ir ricebowl and 
big-pottist (all eating out of one big pot) distrioution system, 
to establish efficiency-oriented incentive forces, in which 
incomes were closely linked to work done and efficiency 
produced. While raising overall incomes, they also widened 
income grades, stimulating the initiative of their whole work- 
force. In short, China’s regional income gap was caused by the 
development gap and macroeconomic policy differences. 


IV. The Income-Distribution Gap by Ownership System 
and Industry 


Since 1978, China has encouraged the suitable development 
of its non-state economy, bringing marked change to the 
purely state-owned economic structure under the traditional 
system. In urban employment, employment figures for the 
collective and other non-state economies climbed respec- 
tively from 1978's 21.52 percent and 0.16 percent to 23.54 
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percent and 5.67 percent by 1990. In GVIO, collective- 
enterprise output value rose to 35 percent, with output value 
for nonstate economic components, such as individual, 
private, and “the three kinds of foreign trade” enterprises, 
up from 0.7 percent to 10 percent. By the end of 1991, the 
number of household operations throughout China had 
grown to 14.168 million, employing 22.58 million, with 
registered capital of 48.82 billion yuan; there were 108,000 
private enterprises, employing 1.839 million, with regis- 
tered capital of 12.32 billion yuan. So while generally 
speaking, the public economy remains China’s dominant 
one, an order of the coexistence and development of the 
diversified economy has essentially evolved. This change in 
the ownership order has resulted in a changed income- 
distribution structure. We will now describe our income- 
distribution status quo and features by ownership system 
and industry. 


China’s income distribution by ownership system is charac- 
terized as follows: 1. Average incomes are higher for 
employees in state enterprises than in collective ones. The 
general scope of this is over 23 percent, with the difference 
being fairly stable at 31 percent at its highest in 1979, and at 
23 percent at its lowest in 1983, 1984, and 1987. The 
difference in the average annual wage growth rates for 
employees under state and collective ownership is almost 
nil. 2. Average wages are higher for employees in nonstate 
enterprises than in state enterprises. At their highest point in 
1990, average wages for employees in nonstate enterprises 
were respectively 2.232 and 1.77 times those in collective 
and state enterprises, with the absolute value being over 
1,700 yuan more. And the employee-wage growth rate is 
also 14.2 percent higher for nonstate than state enterprises. 
3. The employee income gap between state and collective 
enterprises widens during times of economic retrenchment, 
shrinking during periods of economic expansion. From 
1983 to 1985, our economy grew very quickly, with the wage 
gap between employees in state and collective enterprises 
dropping to about 23 percent; in 1986 when our economic 
growth rate fell, this gap rose to 27 percent. In 1987 and 
1988 our economic growth rate accelerated, shrinking the 
gap to 23 percent. But in 1989, with economic recession and 
soft markets, the gap grew again to 32.8 percent. 


The income-distribution gap among various Chinese indus- 
tries was smaller. As to the national average, the wage- 
growth rate from 1978 to 1990 basically did not differ much, 
with that of the fastest-growing industries, such as culture, 
education, and public health, only 1.7 points higher than 
that of the slowest-growing ones, such as commerce and 
catering services. The wage-gap inequality index among 
industries remained at about 10 percent for most years, as 
well as showing no yearly growth momentum. Comparing 
the initial reform and opening period to the most recent 
years, the U index among the lower-income sectors also did 
not grow. And while the V index among the higher-income 
sectors grew somewhat after 1985, its growth was not 
serious. The income-distribution gap among sectors by 
ownership system was larger for state than collective own- 
ership, and larger for other forms of ownership than for state 
ownership, which completely tallies with the mass of 
calculation results. 
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Within state-owned industries, the inequality indexes were 
lowest for 1982 and 1983 at respectively 7.53 percent and 
8.01 percent, and highest for 1979 and 1989 at respectively 
9.58 percent and 9.33 percent. The U index among the 
lower-income sectors was clearly lower than the V index 
among the higher-income sectors, showing that the income 
gap was smaller for the low-income sector than for the 
high-income one. The overall-model W index rose more 
obviously in 1989 and 1990. Within collectively owned 
industries, the inequality indexes for 1979 to 1983 were 
higher than for the years afer 1983. This shows that the 
distribution-equalitarianism tendency among collective 
industries was more serious after 1983. In addition, for 
collective ownership, the U index within low-income indus- 
tries was higher than the V index within high-income ones, 
showing that the inequality was greater within low-income 
industries than high-income ones. This was precisely the 
opposite of the case for state industry. Among industries of 
other forms of ownership, the income-distribution ine- 
quality indexes U, V, and W were all higher than for state 
and collective ownership. Their variation coefficient VC 
was highest in 1985 at 31 percent and lowest in 1989 at 17 
percent. It needs to be pointed out that for the distribution 
gap among industries as used here, since industrial concen- 
tration was greater, the results derived from calculations of 
average level might differ from those by particular industry. 
But due to data-validity problems, we were unable in this 
article to make a more detailed division or more thorough 
exploration. 


The abovementioned income-distribution features among 
various Chinese ownership systems had profound system 
settings. |) Enterprises of varying forms of ownership had 
differing capital sources. The investment sources of state 
enterprises had long been direct appropriations from state 
revenue. Even once the investment system was reformed, by 
1990, state-budgeted investment still made up 13.2 percent 
of state-enterprise fixed assets, with self-raised investment 
at 42.5 percent, while collective enterprises received only 
0.42 percent of their funds from the national budget, with 
self-raised investment at 47.66 percent, making self- 
financed investment 5 points higher for collective than state 
enterprises. For enterprises of the same size, tax rates were 
the same for ones of varying forms of ownership (with the 
exception of “the three kinds of foreign trade” enterprises), 
with the state not obtaining asset taxes or rents from its 
invested capital. This investment-source difference, as to 
both earned-profit capability and profit distribution, caused 
differences between state and collective enterprises. 2) As to 
industrial makeup, collective enterprises were concentrated 
mostly in lines, such as light industry, commerce, and 
catering services, while state enterprises were mainly dis- 
tributed in the field of heavy industry. As China had always 
focused its energies on establishing a complete industrial 
system from the early days of the founding of the PRC to the 
late 1970s, emphasizing heavy-industrial development, 
when the state set wage policy, it had always set wages 
higher for heavy than light industry, to reflect its industrial 
difference. This difference has always followed along, being 
a system factor causing the wage discrepancy between state 
and collective enterprises. 3) As to employee quality and 
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makeup, average literacy levels were higher for employees in 
state than collective enterprises, with state enterprises 
having about 33 percent more employees with more than 
high school educations. But collective enterprises had 20 
percent more women employees than state enterprises. 
These differences in employee quality were bound to cause 
a discrepancy in wage levels. 4) State enterprises were 
generally larger than collective ones. In 1990 for instance, 
the average unit in state industrial enterprises had 418 
employees, while urban collective industrial enterprises 
averaged only 115 employees, with the enterprise size-effect 
generally creating a distribution discrepancy. 5) During 
periods of national economic fluctuation, state enterprises 
received much more government protection than collective 
ones, with employee wage and bonus rigidity higher than 
collective ones. So while economic growth rates declined, 
employee incomes certainly did not drop correspondingly. 
In contrast, collective enterprises largely had to pay the 
price of retrenchment, with their employee incomes gener- 
ally falling along with economic growth rates. During times 
of economic expansion, these two sectors were restrained by 
state macroeconomic control about the same. These were 
factors in the different degrees of impact on their wage levels 
by economic fluctuations. [passage omitted] 


V. The Income-Distribution Gap Among Chinese Residents 


China’s rural household income-distribution order under- 
went a great change after rural economic reform. As rural 
farm-worker productivity increased, a large group of surplus 
rural workers shifted out of traditional agriculture, speeding 
up the mobility and reorganization of the rural productive 
forces, resulting in the evolution and upgrading of the rural 
industrial structure. These changes in the level of productive 
forces and industrial structure, while raising rural income 
levels, also widened the income gaps among various regions 
and households. By 1989 and 1990, the rural income base 
coefficient had reached 31 percent, 10 points higher than in 
1978. As to all provinces, by 1990, in more economically- 
developed Jiangsu, Zhejiang, and Guangdong and minority 
nationality-concentrated Xinjiang, Qinghai, and Ningxia, the 
base coefficient was higher at 30-34 percent. In the three 
municipalities and central China’s Hunan, Hubei, Anhui, and 
Jiangxi, the base coefficient was lower at 20-25 percent, being 
lowest in Jiangxi at 20 percent. As to the three main regions 
of east, central and west, the peasant income gap was higher 
in eastern China, with the base coefficient at 32 percent; with 
the gap smaller in central China at 27 percent, and at 28 
percent in western China. 


The wider rural income gap after reform and opening had 
many causes. 


1. The various contract responsibility systems practiced in 
the rural areas thoroughly broke free from the pre-reform 
collective economy’s “big pottism,” from a system perspec- 
tive creating the climate and terms for better income distri- 
bution and making it possible for peasants to get wealthy 
through autonomous hard work. 


2. The varying amount of production essentials possessed by 
peasant households was also a key factor in the distribution 
gap. While rural land was distributed by headcount, as to 
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families of the same size, differences in the numbers of 
family members who were workers caused differences in the 
gains derived from the same amounts of land. Statistics 
show that in a family of five, every additional worker raised 
overall household income by 357 yuan. This was because 
peasant households with more workers could not only invest 
more labor in the same amount of land, choosing more cash 
crops that required more labor, but also could invest surplus 
labor and time in household sidelines, construction, trans- 
portation, commerce, and township industries, thus raising 
overall family income. 


In addition to the income disparity caused by varying 
numbers of workers, worker quality also had an obvious 
impact on income distribution. Putting peasant family- 
member education levels in eight grades, from illiterate and 
semiliterate to college graduate, each one-grade raise in 
peasant family-member average education-grade increased 
peasant household overall income by 34.97 yuan. Peasant 
household-worker quantity and quality is reflected not only 
in agricultural production, but also in choice of household 
sidelines, diversified operations, and nonfarm industry 
capabilities. Data shows that for every 100 workers with 
educations above junior high school, 40 are in purely 
peasant households, while 58, or 45 percent more, work in 
nonfarm industry. This distribution impact due to worker 
quality was hard to reflect under the distribution system 
before reform and opening. 


In addition, as to production essentials, the size of house- 
hold assets such as large farm machinery and equipment, 
the fixed assets needed for nonfarm industry and the 
working capital needed for the production process, similarly 
had an obvious impact on overall peasant-household 
income. Data shows that based on overall peasant- 
household income, productive assets have a returns rate of 9 
percent a year. 


3. Peasant-household geographic and natural conditions 
also have a significant impact on peasant income. Peasant 
households in more economically-developed regions have 
higher incomes. In 1990, in the three municipalities of 
Shanghai, Beijing, and Tianjin, peasant incomes averaged 
respectively 1,664.65 yuan, 1,261.11 yuan, and 1,069.04 
yuan; 1985 to 1990 income growth rates averaged respec- 
tively 15.61 percent, 10.22 percent, and 13.62 percent, all 
higher than the national average of 9.63 percent. But in 
provinces and autonomous regions, such as Gansu, 
Guizhou, and Tibet, due to poorer natural and geographic 
conditions, 1990 net incomes averaged only 398.99 yuan, 
435.14 yuan, and 437.71 yuan, respectively, only about 
one-quarter that of the average Shanghai peasant income: 
net income annual growth rates were respectively 9.35 
percent, 8.61 percent, and 4.35 percent, all below the 
national average. This shows that the peasants living in 
these places have not only current net incomes lower than 
other regions, but also an income gap that ts still continuing 
to widen. 


4. The peasant-household income gap is also reflected in 
household production structure and operating orientation. 
By 1990, the percentage of purely peasant households had 
dropped to 25 percent, with that of those engaged mainly in 
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agriculture but concurrently working in nonfarm industry at 
65 percent, and those working mainly in nonfarm industry 
while continuing to do some farming at 10 percent. This 
evolution of the rural industrial structure has changed the 
workforce disposition, changing peasant-household income 
sources, and causing an income gap among peasant families. 


In contrast to the rural income-distribution situation, urban 
income-distribution inequality is much less. From 1985 to 
1990, the urban income-distribution base coefficient was 
20-22 percent. Using the information-theory concept of 
entropy, and Theil Henri’s proposed dual methodology, the 
calculated urban income-distribution T and L coefficients 
were respectively 13-14 percent and 11-12 percent. In other 
words, when the overall low-income group is larger, China’s 
overall urban income-distribution level is lower than the 
base coefficient at equal-value calculation. Of the calcula- 
tions for 24 provinces, municipalities, and autonomous 
regions in 1990, the base coefficient was higher than the 
national average for 17 and lower for seven. The base 
coefficient was highest for Xinjiang at 33.6 percent, with 
Guangdong and Qinghai next at respectively 25 percent and 
25.7 percent, and lowest for Liaoning at only 18 percent, 
with Tianjin and Hebei respectively at 19.8 percent and 
19.6 percent. The T-index calculations resulted similarly in 
Xinjiang being the highest at 22.9 percent, and higher for 
provinces and regions, such as Guangdong, Guangxi, Qing- 
hai, Hainan, and Fujian, with the trend being similar to the 
results calculated according to the base coefficient. The 
similar results achieved from calculations according to these 
four different methodologies show that China's overall 
urban income distribution is still quite equal. Moreover, as 
to the time order from 1985 to the present, there has not 
been any significant expansion trend. 


The causes of our relative urban-income equality are our 
urban-employee wage and subsidy systems and our urban 
population’s employment system. The urban wage system 
that had been practiced ever since the founding of the PRC 
was characterized by equalitarianism right from the start. 
This had reached an extremely severe degree during the 
cultural revolution. But after reform and opening, in 1985, 
we conducted a one-time national reform of our wage 
system. This reform, widely instituted enterprises for the 
linking of payrolls to economic efficiency, while devolving 
state wage-management jurisdiction to lower administrative 
levels, leaving the state to control only the total payroll. In 
institutions, we changed the graded wage system to a struc- 
tural one of mostly wages by job. Our main aspirations in 
this wage reform were to break free from equalitarianism, to 
reflect a spirit of rewarding hard work and excellence and 
penalizing indolence and inferiority. But as enterprise wage 
reform largely tried to widen the income gap among enter- 
prises, this change quite naturally was resisted by enterprise 
competition, obviously not achieving its desired result. 


In the distribution among employees within enterprises, the 
resistance to breaking with equalitarianism was even 
greater. In state organs and institutions, the institution of 
the structural wage system not only did not eliminate 
distribution equalitarianism, but also naturally affected the 
household income-distribution situation. After 1985, 
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employee non-wage income grew very quickly. While the 
ratio of urban-employee non-wage income to gross income 
was 20.3 percent in 1985, this had climbed to 25.7 percent 
by 1990. Of the many types of non-wage income, such as 
bathing, transportation, and labor costs, most were equali- 
tarian distribution without regard for matters, such as age, 
seniority, rank, or contribution. This made employee 
overall income-distribution equalitarianism even more 
serious. In addition, related price reform and the practice of 
various nonstaple-food subsidies were even more so distrib- 
uted according to headcount. 


China’s employment system also had an obvious impact in 
urban household income-equalization. In the cities, as long 
as a youth reaching working age waited patiently, with no 
nitpicking about job quality or employment site, a job was 
just a matter of time. And once employed, minus special 
conditions, quitting or being fired was generally impossible. 
The nuniber of emploved household members was one of 
the factors affecting the income gap. And the universal full 
employment shrank the income gap. 


Finally, most urban residents had no capital goods or 
investments, which ensured from another perspective that 
the income gap would not grow too large. Of course, while 
the rapid increase in household operations and the rise of 
stock markets in recent years have shaken urban income- 
distribution equalization, they have not yet at least had a 
substantial impact on the overall income-distribution order, 
or become its decisive factor. 


Putting urban and rural residents together for a graded 
ranking, to calculate the income-distribution inequality 
coefficient, shows that China’s national income-distribution 
inequality is greater than that calculated separately for 
either rural or urban residents. Moreover, this inequality 1s 
growing in extent yearly. This shows that China’s income- 
distribution inequality is due largely to our dual-economy 
feature. To improve China's income-distribution situation, 
we will have to on one hand overcome our urban income- 
equalitarianism tendency, and on the other strive to shrink 
our urban-rural distribution gap. 


VI. The Matter of Absolute vs Relative Poverty 


Absolute vs relative poverty is another angle from which to 
measure income-distribution inequality. We are here 
adopting the methodology proposed by Victor R. Fuchs, 
calling thalf of the population with incomes less than the 
average the relative-poverty population. In defining rural 
absolute poverty, we are using the PRC State Council's 1985 
definition, that those with average annual net incomes 
below 200 yuan are in absolute poverty, and those with net 
incomes averaging less than 150 yuan a year are in extreme 
poverty. Based on a comparison of the 1985 rural absolute- 
poverty line and the national average, we have set the urban 
absolute-poverty line at 375 yuan, using the same method to 
set that year’s urban extreme-poverty line at 282 yuan. 
When calculating absolute poverty, while we have used the 
same criteria for all years, we have respectively used the 
urban-rural retail price indexes to correct the poverty lines 
for all years. In addition, when calculating the percentage of 
the population that is in absolute peoverty, we have 
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assumed that the incomes of the lowest-income group 
conform to consecutive even distribution. 


Our calculations show that from 1981 through 1990, our 
percentage of urban absolute-poverty households was in a 
general declining trend, with the percentage of extreme- 
poverty ones not so stable, being highest in 1988 at 3.67 
percent, and lowest in 1984 at only 0.97 percent. From a 
macroeconomic-setting analysis, this trend was rational, as 
1984 was this decade’s year of highest GNP growth at 14.7 
percent, while that year’s overall urban retail price index 
was Only 2.5 percent, with the urban average annual income- 
growth rate at a high of 15.23 percent. While 1988 saw a 
GNP growth rate of 11 percent, with average income growth 
of 17.8 percent, that year’s urban overall retail price index 
reached a high of 21.3 percent. Under normal conditions, 
during periods of inflation, low-income losses and gross- 
income ratios are necessarily much greater than high- 
income losses and gross income ratios. So it was not strange 
that 1988 saw a higher percentage of households in extreme 
poverty. In rural areas, the percentages of absolute and 
extreme poverty experienced a process of first falling and 
then rising, which was obviously on the same track with the 
urban-rural income gap first shrinking and then growing. 
This shows that the changes in the percentages of rural 
absolute and relative poverty are more sensitive to changes 
in urban-rural income-distribution policy than those at the 
average-income level. In other words, changes in urban- 
rural income-distribution policy have a more direct and 
severe impact on the low-i1.,ome stratum. Official statistics 
for 1988 and 1989 show the number of rural poverty- 
households respectively at 19.7775 million and 19.5456 
million, with the poverty stricken populations respectively 
at 88.48 million and 86.61 million, for percentages of the 
whole rural population respectively at 10.74 percent and 
10.41 percent. Obviously, official estimates are much more 
conservative than our calculations. 


Relative poverty is a phenomenon that has always existed in 
economic life. In the first half of the 1980s, our urban 
relative-poverty rate was quite low at 2.61-4.3 percent. In 
1985, our percentage of relative-poverty households rose to 
12.48 percent, since then i: has remained at 8-9 percent. 
That our relative-poverty-household rates stayed higher 
during the last half of the 1980s than during the first half 
was due to our income-cistribution policy being more open 
and flexible. In the rural areas after 1981, the percentages of 
households in relative poverty rose yearly, peaking in 1989 
at 15.6 percent. The rise in the percentage of relative- 
poverty households in the rural areas confirms from another 
angle the annually widening rural income-distribution gap, 
which is basically consistent with our conclusions in the 
previous sections of this article. 


Rural absolute and relative poverty are caused by many 
factors. 


1. In certain regions, such as remote mountain areas, rocky 
mountainous areas, high, cold mountain areas, minority 
nationality regions, reserve areas, and localities with a 
high incidence of disease, due to poor natural and 
geographic conditions, residents who are dependent 
mostly on farming and livestock-raising income have 
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generally lower incomes, having become a group of 
households and populations that can hardly escape their 
poverty. 


2. In ordinary areas, certain peasant populations are large 
in size, with many non-adult children and old people who 
cannot work, or longstanding family illnesses, a lack of 
workers or strong workers, shortages of labor to put into 
production, and even more difficulty in having surplus 
labor to engage in other industrial-sideline production, 
leaving their gross incomes too low, and their average 
incomes even lower. 


3. Capital goods and real estate ownership is generally low. 
In contrast to others, these peasant households have to 
put more of their incomes into acquiring housing and 
improving their living conditions, which is bound to 
further squeeze out production funds, thus further low- 
ering their production-fund input, creating a lack of 
reproduction capability, and forming a vicious cycle. 


4. The percentage of purely farm households in the poverty- 
stricken population is very high, with very few engaged in 
industrial sideline production, leaving them largely 
dependent on the weather, unable to supplement agricul- 
ture with industry, and with lower incomes. The causes 
of urban poverty are mainly too few family members 
working and too low job and industry incomes. As a key 
feature of urban employment is that family-member jobs 
are more concentrated, with many husbands and wives, 
fathers and sons, and mothers and daughters all working 
in the same factory or unit, if the income of the factory or 
unit is low, this affects not only the individual, but also 
the whole family’s income. In addition, urban single- 
member and unemployable families are also a compo- 
nent of poverty-stricken households. [passage omitted] 


VII. The Ilegal-Income Problem 


There is no use denying that China’s high-income stratum 
contains both those who got rich through hard work and 
operating in the right way, as well as no lack of upstarts who 
exploited their authority for private gain. The public aver- 
sion to and bitter hatred of income-distribution injustice is 
directed largely toward this illegal-income phenomenon and 
those with illegal incomes. Illegal incomes come in many 
types, such as through bribetaking and illegal profiteering. 
Some exploit foreign business and trade activities to buy in 
commodities and equipment of poor quality through 
improper trading procedures, taking bribes from foreign 
firms at the cost of sacrificing national and collective 
interests; others exploit their commodity-distribution 
authority in domestic commodity transactions, in violation 
of national policy, to distribute certain planned-target com- 
modities in short market supply to nonplanned-distribution 
partners, taking bribes for this; and yet others exploit their 
job responsibilities in areas, such as personnel, residence 
registration management authority, job planning and 
transfer, and residence movement and registration, to solicit 
bribes from their service partners. Certain housing- 
management personnel exploit their housing-assignment 
authority, some key school officials take advantage of their 
student-recruitment authority, and certain hospital dociors 
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and nurses make use of their patient-reception and opera- 
tion-performance powers to demand and take improper 
gifts from their service targets. Some industrial and com- 
mercial management personnel, tax collectors, and health 
quarantine officials engage in extortion activities, such as 
industrial and commercial registration, tax examination 
and collection, and health inspection. There are many such 
examples that do not need to be listed one by one. In 
addition, certain people exploit our dual-track system of 
planning and markets, making exorbitant profits through 
lease-finding activities. Such people might take advantage of 
powers, such as shareholding-enterprise-listing examination 
and approval authority and loan-allotment jurisdiction, to 
demand firsthand shares from enterprises or they might 
profiteer through commodities in short market supply, gold 
and foreign exchange. or cultural relics and antiques, to get 
very rich through black-market trading. Some household 
operators and private enterprise owners practice bribery 
and gift-giving, buying off tax collectors to evade taxes; 
some use means, such as under and deceptive reporting of 
business turnover, overreporting of costs and underre- 
porting of income to evade taxes. A few enterprise officers 
and accountants use public office for private gain, embez- 
zling public momies and stealing what 1s entrusted to their 
care in economic activities. While the phenomenon of 
illegally acquired income is a very isolated one in China, it 
certainly has an inestimable impact on China's income- 
distribution order and the public mindset. These illegal- 
income recipients have a consumption style far above that 
of ordinary families, making some people fee! outdone, and 
leaving people even more sensitive to income-distribution 
injustice. This phenomenon is even likely to cause public 
dissatisfaction with government and is a hidden danger to 
social and political stability. 


The black-market, lease-finding, and corruption phenomenon 
is the inevitable outcome of an unsound legal system and 
imperfect business-management system. It 1s an unavoidable 
economic phenomenon for developing countries in a partic- 
ular economic-development stage. It can be gradually over- 
come only through reforming the political and economic 
systems  ‘*ablishing sound legal institutions, perfecting 
marke’ 5 and improving government administration. 


Vii cief Summary 


We have learned through analyzing the income- 
distribution-gap status quo that China’s urban-rural distri- 
bution gap is still quite large, with our rural-income base 
coefficient quite high at about 30 percent. We also have a 
distribution gap between developed zones and undeveloped 
regions. First, we need to affirm that China's rural base 
coefficient remains within an internationally-re: »gnized 
rational standard. As to our interregional gap, tiv the 
efficiency angle, while economically backward regio sve 
a lower level of development, their income ratio io .he 
national average is higher than that of developed zones. 
Taking 1989 for instance, the three provinces of Jiangsu, 
Zhejiang, and Guangdong had a ratio of income to the 
national average of respectively 73.99 percent, 85.24 per- 
cent, and 98.73 percent, with a ratio of rural consumption to 
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per capita GNP of respectively 43.26 percent, 44.45 per- 
cent, and 41.76 percent. But the three provinces of Guizhou, 
Yunnan, and Gansu had a ratio of urban consumption to 
per capita GNP of respectively 168.3 percent, 140.44 per- 
cent, and 181.72 percent, as well as a ratio of rural consump- 
tion to per capita GNP of respectively 55.94 percent, 54.91 
percent, and 42.26 percent, all higher than Jiangsu, Zhejiang 
and Guangdong. This shows that the state provides distri- 
bution consideration and subsidies to backward regions. In 
addition, as to the way to eliminate the urban-rural and 
regional gaps, either through curbing the high-income 
Stratum and high-income-region income growth to shrink 
the gap, or through promoting faster economic development 
in low-income regions and among the low-income stratum, 
thus achieving a high-level of joint prosperity, our correct 
option obviously must be the latter. 


From a development perspective, China is going to be faced 
with a long historical period of still quite difficult industrial- 
ization and urbanization missions. By 1990, China still had 
73.59 percent of its population living in rural areas, with 
about 60 percent of its workforce engaged in farmwork. To 
decrease our agricultural population and workforce, so that 
the rural population shifts to cities and the agricultural 
workforce to nonfarm industry, our immediate option must 
be to continue to vigorously develop in a planned and 
step-by-step way all types of township and village enterprises 
that conform to our industrial-development orientation. In 
this process, the different paces of workforce shift, the order 
in which this occurs, and the difference in labor productivity 
of traditional and modern industry, will be bound to mean 
that the income gap among groups will exist and grow. But 
this is precisely an essential process that must be undergone 
in order to achieve joint prosperity. In addition, in western 
China, in certain relatively backward border zones, we have 
speeded up the pace of reform and opening in recent years, so 
that as our national industrialization ladder advances, 
coastal-zone-development marginal costs mse steadily and 
western China speeds up its development of resource indus- 
tries, such as raw materials and power, the development gap 
among regions will eventually shrink. Of course, this process 
will be a long one, not to be accomplished all in one move. 


Unemployment Problems Challenge to Employment 
Reform 


94CE0401A Hong Kong PAl H1SING [THE PEOPLF] 
in Chinese No 38, 1 Mar 94 pp 44-45 


[Article by Mo Shang-wen (5459 1424 2429): “China's 
Employment System Reform Faces Serious Challenges— 
Unemployement Is a Concern That Spans the Century”) 


[Text] China has never admitted to having an unemployment 
problem. It merely termed unemployment “awaiting employ- 
ment.” Nevertheless, as the situation developed, in 1993 
China began to admit to the existence of an unemployment 
problem and officially formulated and extended measures 
providing relief funds. However, many experts have noted 
that since reform of the labor system, much of the labor force 
is bound to become armies of unemployed. Thus the situation 
warrants greater attention. As a joint Ministry of Labor and 
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Ministry of Civil Affairs report noted, China’s unemploy- 
ment situation is grim. It will become a centennial worry. 


According to reports, just as the State Council received this 
report, five separate long lines of people created disorder on 
a nationwide scale while seeking work. Li Peng truly highly 
regards the report. He says that we definitely cann ot allow 
the unemployment problem to worsen. If peasants or workers 
rebel, our CPC will be unable to hold onto state power. 


As one concerned noted, the report proposed outlooks for 
reform of China’s labor and employment systems. There 
still are two possibilities: 


One, a balanced interim. At present, the masses of enterprises 
have begun to be psychologically prepared for unemployment 
and smashing the “three irons.” They have considerable 
psychological endurance to oscillation of the labor and 
employment system tracks. At the same time, there will be no 
big problems, especially with agricultural development and in 
most villages if the unemployment insurance mechanism and 
the unemployment-reemployment mechanism are gradually 
perfected, price reform goes smoothly, price increases are not 
great and the government evenly exchanges functions and 
streamlines organization. With these conditions it is esti- 
mated that after three to five years of painstaking work, labor 
demand and supply relationshigis under market mechanisms 
gradually can be established. Enterprises also will get great 
vitality from labor and employment system reform, seizing 
the last opportunity of this century to bring up economic 
development to a new stage. 


China hopes for and seeks such results, yet there are two 
crucial non-economic factors: 


1. Political stability with no change in the overall direction of 
reform; 


2. Unemployment problems brought on by labor and 
employment system reform do not threaten social 
stability. 


These two non-economic conditions ultimately depend on 
the judgment and choice of 1.2 billion Chinese people. 
Labor and employment system reform will be a self- 
revolution. Whether it succeeds depends on how many 
people have the determination and the ability to accept such 
a revolution. 


A short time ago, Shanghai did a sample survey of workers 
throughout the municipality; 94 percent of workers 
appraised reform and the open door policy as good or 
relatively good, Their attitudes toward the next, greater 
reform dynamics are: 39 percent believe in supporting it 
provided the overall situation is advantageous; 35 percent 
believe in supporting it provided they can bear it econom- 
ically. When asked about the psychology and acceptability 
of drawing unemployment relieft, several 10,000s of Shang- 
hai’s unemployed replied: 73.3 percent felt it psychologi- 
cally hard or very hard to bear; 78.24 percent had economic 
difficulties while unemployed. 


In electing labor and employment system reform, 15 million 
to 30 million workers in state-owned enterprises face grim 
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challenges. Deeper and more thorough government organi- 
zation reform implies that nearly one-half of the 34 million 
cadres nationwide must depart from government organiza- 
tions and enter the marketplace. These 10 million cadres 
will face yet an other grim challenge. There also are those 
reckoned at one million potential unemployed—the peas- 
ants. The spring of 1994 just passed and a surging wave of 
public project workers arrived at the coastal cities earlier, 
constituting a serious threat to railway transport, railway 
stations and the social order of large cities. To have a 
balanced tra.sition of labor and employment system 
reform, these all are unavoidable conundrums which have 
to be faced and must be resolved appropriately. 


Urgently step on the brakes and return to a planned system. 
This is a result which China does not wish for and hopes to 
avoid at all costs. But it is not impossible. In the process of 
electing to reform the labor and employment systems, if 
most enterprises and workers cannot accept it and the 
masses underestimate the unemployment threat, they will 
be in a muddle by the unemployment attack. Peasants 
congest the cities. Price reforms are not in concert. Serious 
inflation and large scale unemployment intersect. Establish- 
ment of unemployment security and reemployment systems 
have not kept up. This may affect social order and even 
bring on a social crisis. Ultimately the government will have 
no choice but to resume direct interference. To continue to 
ensure high employment goals, enterprises will have to drop 
labor and employment system reforms. 


The aforementioned report also noted that in the 1990s, 
China still faces a stituation of total labor supply far greater 
than total demand. According to forecasts, in the year 2.000 
the nationwide labor-age population will be 781 million 
people, up 84 million people over 1990; the average annual 
growth rate is 1.2 percent. Of which, the average annual 
growth rate during the Eighth Five-Year Plan is 1.3 percent, 
and during the Ninth Five-Year Plan, one percent. 


Compared to the 1980s, in the 1990s the characteristics of 
labor resources are: 


1. Less population entering the labor-age and lower growth 
rates. Between 1991 and the year 2,000, some 188 
million people will be of labor-age nationwide, 6.25 
million less than i n the 1980s. The annual growth rate 
will fall from 3.1 percent to 2.4 percent. 


2. More population pulling out of labor-age. In the 1990s it 
will be 86.2 million people, up 12.8 million people 
compared to the 1980s, up |7.4 percent. 


Among the labor-age population, employment posts need 
not be provided to a portion of it for various reasons. If the 
labor force participation rate is calculated at 82 percent in 
the year 2,000, the labor supply seeking employment posts 
will reach 640 million, up 74 million over 1990, or an 
average annual increase of 7.4 million people at an average 
annual growth rate o f 1.9 percent. 


The situation of hidden unemployment within enterprises ts 
relatively serious. Within enterprises owned by the whole 
people alone, surplus personne! have reached 15 million, 
and some estimate there are 30 million. Surplus rural labor 
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is even more astonishing. According to predictions, at 
present agricultural labor approximately has a surplus of 40 
percent. 


With overall consideration of various factors, in the next 
decade the issue of employment will have to be resolved 
nationwide for about 202 million people. 


According to methods of calculating the employment 
growth elasticity coefficient used by the World Bank, 
between 1979 and 1988, China’s GNP increased 150.2 
percent. Social labor grew 35.3 percent. The employment 
growth elasticity coefficient was 0.235. Inferred from the 
goal that the total value of GNP will double by the end of the 
century, in the next 10 years the average annual social labor 
growth rate is only 1.55 percent. A 10 year increase in labor 
force demand is only 94 million people. 


Even if the economic growth rate is somewhat higher, if the 
growth rate were eight percent, in the 1990s there would 
only be about 120 million new employment posts. 


Of course, one also must add the more than 8,000 employ- 
ment posts withdrawn from labor-age and vacated. In this 
way, it can be expected there will be about 200 million 
employment posts. 


However, two factors must be considered: first, the great 
savings on labor force demand from technological advances 
and the management revolution. The 1990s will not be like 
the 1980s in terms of the employment growth elasticity 
coefficient increase. Second, a considerable portion of the 
population pulling out of labor-age may continue to remain 
in their employment posts. Some of the labor age population 
may have more than one job and occupy two or more 
employment posts. 


Thus, this implies that China will bring an enormous 
unemployment force into the 21st century. This is a worry 
that will last into the next century. 


Vice Minister on Development of Personnel Markets 


94CE0402A Beijing ZHONGGUO GAIGE [CHINA 
REFORM] in Chinese No 2, 13 Feb 94 pp 17-19, 22 


[Article by Cheng Lianchang (4453 6647 2490), Ministry of 
Personnel Office Vice Minister: “Speed Up Fostering and 
Development of Personnel Markets”’] 


[Text] Personnel markets are an important component of 
China’s socialist market system. The Third Plenary Session 
of the 14th CPC Central Committee proposed “reform the 
labor system and gradually create a labor force market,” an 
important part of which is energetically developing the 
personnel market. The basic function of the labor market is 
to play a fundamental role in allocating personnel resources 
through market mechanisms. For a long time now, the 
contradiction of wasted talent and a shortage of personnel 
has been prominent because of the dominant position of the 
centralized job placement system. Therefore, fully utilizing 
talent and rationally allocating personnel resources are 
important issues China faces in economic development and 
in thorough implementation of Comrade Deng Xiaoping’s 
policy to “respect intellectuals and respect talent” with 
regard to establishing socialism with Chinese characteristics. 
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China’s Personnel Market Development Situation 


Since the Third Plenary Session of the 11th CPC Central 
Committee, the centralized job placement system is ever 
more unsuited to reform, the open door policy, and the 
needs of economic development. Floating personnel char- 
acterized by the dual choice of personnel and units effec- 
tively has attacked the actual form of ownership over 
personnel by certain units and departments. It has broken 
the fetters on talent held by the centralized job placement 
system. Through the circulation of personnel many people 
have found work posts in which they can play a role. After 
more than a decade of growth, there have been striking 
successes in personnel circulation work. The party and the 
state have formulated a series of policies, laws and regula- 
tions to encourage and support the circulation of personnel, 
striving to create conditions in society for the circulation of 
personnel. Government personne! departments at all levels 
have commenced various forms of personnel circulation 
social services, sending a great number of personnel to 
enterprises owned by the state, foreign-funded enterprises, 
rural enterprises, scientific research organizations run by 
the people and the first line of agricultural production. 
Between 1983 and 1992, more than eight million people 
have flowed through personnel circulation service organiza- 
tions, promoting economic construction and development 
in various causes. Personnel circulation work initiatives 
have made a good base for personnel markets. Personnel 
markets grew rapidly after Comrade Xiaoping’s southern 
tour and the | 4th Central Committee of the CPC. At present 
nationwide there are nearly 500 fixed personnel market sites 
in existence. Preliminary market mechanisms have formed 
in areas where the economy ts relatively developed. 


Necessity and Urgency of Nurturing and Developing 
Personnel Markets 


However, the centralized job placement system still occu- 
pies a leading position in the current personnel management 
system. The personnel structure is irrational. Irrational 
personnel structure, the irrational use of personnel resources 
and under utilization of personnel still are common prob- 
lems. On the one hand a relative'v amount of personnel is 
underemployed. On the other hand personnel is in seriously 
short supply and deficient. An important way to resolve 
these issues is to accelerate nurturing and development of 
personnel markets. Use market mechanisms instead of the 
centralized job placement system and rationally allocate 
personnel resources through market readjustment. 


At present, China’s personnel markets are growing slowly. 
They have become “stagnant” markets among the essential 
ones, affecting the rational allocation of personnel and other 
production elements and the coordinated operation of the 
entire market system. 


Current administrative system reforms, organizational 
reform, promotion of reform of the state’s system of public 
officials and the personnel systems of enterprise and facility 
sectors require establishment of employment mechanisms 
that people can enter and exit, where there is dual choice 
that encourages competition and uses the market to regulate 
personnel supply and demand. Various types of circulating 
personnel under organizational reform, plus those who 
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leave their original unit via dismissals, resignation or dis- 
charge, requires that they select units in the personnel 
market. At the same time the employing unit must also 
select appropriate talent from the personnel market. By 
establishing complete personnel markets, we can forge a 
channel for personnel to enter and exit units, promote dual 
choices in personnel markets and units, and realize the best 
allocation. Therefore, accelerating nurturing and growth of 
personnel marekts has become an urgent task. 


Overall Concept for Nurturing and Developing 
Personnel Markets 


The guiding ideology for nurturing and developing per- 
sonnel markets is: under the state’s macroeconomic read- 
justment and control, speed up establishment of personnel 
market policies, legal and regulatory systems, and social 
service and social security systems. Establish personnel 
markets suited to a socialist market economy to fully 
develop and use China’s personnel resources, allow people 
to exhaust their talents and use them fully and grow in 
service to the economy and all undertakings. 


The overall goals of nurturing and developing personnel 
markets are: Personnel choose employment themselves, 
units employ personnel themselves, the market regulates 
supply and demand, perfected social security and social 
services, and market regulation plays a basic role in allo- 
cating personnel resources under the state’s macroeconomic 
readjustment and control. 


The major steps in nurturing and developing personnel 
markets are: 


Establish the dominance of personnel and units in personnel 
markets. Grant authority to personnel to choose employ- 
ment themselves and units to employ personnel themselves. 
Ensure dual choice of personne! and units under public, 
equal and competitive conditions. Thoroughly destroy 
actual ownership of certain personnel by units and depart- 
ments. Alter the state’s unnecessary direct interference in 
employment of personnel by units. Allow personnel and 
units to become the mainstays of market activities. 


Establish market regulating mechanisms. Further manifest 
the principle of to each according to his labor. Use rational 
labor compensation relationships. Utilize the market's 
mutual regulating role in personnel supply and demand 
relationships. Achieve rational deployment of personnel 
resources. 


Enhance the state's macroeconomic readjustment and con- 
trol functions. Via policies, laws and regulation, economic 
and certain administrative measures, the state normalized 
market activities, guides the direction of the flow of per- 
sonnel, reduces market limitations and blindness, controls 
the volume and speed of personnel circulation and realizes 
a balanced state between the total supply and demand of 
personnel. 


Perfect the social security system. Reform the current system 
in which units handle insurance. Establish complete unem- 
ployment, pension, disability, medical treatment and social 
security systems. As soon as possible, set up and promote 
insurance systems in which units of organizations and handle 
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unemployment and pension insurance systems, creating 
good social conditions for personnel markets. 


Complete the social services system. Fully use the organiza- 
tional and service functions of circulating personnel service 
Organizations under government personnel departments in 
personnel markets. Using them at the core, set up a circu- 
lating personnel organizational system which is multilayered, 
multifunctional and covers all of society. 


Implementation steps in nurturing and developing per- 
sonnel markets: For the most part, use the personnel market 
sites established and consolidated in medium-sized and 
large cities in the last few years. Formulate laws and 
regulations complementary to personnel markets. After a 
certain amount of practice, strive to form on a national 
scope a relatively comple te personnel market system. 


Personnel Market Development Plans 


New topics which our personnel departments face are those 
of nurturing and developing personnel markets, and making 
the personnel system better suited to the needs of new 
conditions in the socialist market economic system. 
Towards this end, we must liberate our thinking, seek truth 
from facts, let concepts evolve, work solidly, and according 
to the principles of party cadre management and relevant 
government policies, gradually transform idle and short 
supply talent towards market circulation and rational use, 
readjusting for surplus and shortage. Gradually realize the 
transformation from personnel cirulation by unit towards 
dual choices. Gradually manifest a transformation of the 
centralized job placement system of the personnel resources 
deployment model towards the form of deployment of 
personnel resources in which state macroeconomic controls 
play a fundamental role in personnel markets. Make per- 
sonnel work better serve the economy, serve the employing 
unit and serve personnel nurturing and use. 


To explore establishment of a national personnel market, in 
October 1993 we held the first national personnel market 
talent technology exchange conference. The scale of the 
conference was unprecedented. Some 68 State Council 
departments, committees and bureaus and units from 40 
provinces, municipalities, autonomous regions, municipal- 
ities directly under the central government and cities listed 
in the plan organized more than 4,000 enterprise and 
undertaking units to recruit personnel nationwide. Good 
social and economic results were obtained: Some 90,000 
people of various talents went to the conference in reply to 
recruitment and more than 30,000 people exchanged inten- 
tions. Some 350 patented technologies worth 37 million 
yuan were concluded, playing a role in motivating promo- 
tion of the formation of a nationwide personnel market. 
Shortly thereafter we also held a national personnel circula- 
tion work meeting. The experience of setting up personnel 
markets in various places was exchanged and the next work 
plan to develop personnel markets was studied. 


The main work to further nurture and develop personnel 
markets should be: 


Deepen reform and further promote rational personnel circu- 
lation. First, deepen reforms of the personnel system, and 
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while promoting a national public servant system, further 
reform the employment system of undertakings and enter- 
prises. Further implement dual authority to choose employ- 
ment. Second, adopt measures and study how to solve 
existing residency and cadre identity issues so as to be 
appropriate for the needs of personnel circulation. Open up 
circulation channels for personnel in different areas and 
different ownership system units. Third, further reform 
“centralized job placement system” personnel methods. 
Expand the scope of personnel circulation. Where condi- 
tions exist, personnel markets can work, whether the choice 
is for individual people or organizations, undertakings or 
enterprises. To better suit the needs of economic develop- 
ment, we also must adopt some active measures to open up 
international personnel exchanges. 


Energetically develop personnel markets, enhance personnel 
market construction nationwide. Personnel market construc- 
tion involves two aspects. On the one hand we must 
implement dual choice authority through reform and legis- 
lation, set up a complete social security system, perfect 
social services, and promote the formation of personnel 
market mechanisms. On the other hand we must really 
resolve the personnel market’s necessary issues of sites, 
equipment, organization and staffing. Guide personnel mar- 
kets to develop in the direction of diversity and networking. 
Gradually form different layered and different scales of pers 
onnel market systems centered around various medium- 
sized and large cities. Based on various places where per- 
sonnel markets are set up, accelerate establishment of 
nationwide unified, open, competitive, orderly personnel 
markets by establishing personnel information networks 
and organizing united recruitment activities. 


Stress ancillary policy and legal and regulatory work. Devel- 
oping personnel markets and promoting nationwide per- 
sonnel circulation urgently requires enhanced per sonnel 
circulation legislative work. Resolving some current irra- 
tional personnel circulation phenomena and strengthening 
macroeconmic guidance also requires this. 


Enhance personnel circulation service organization work. An 
essential social condition of establishing personnel markets 
and initiating personnel circulation work is the establish- 
ment and perfection of personnel circulation social service 
systems. On the one hand, further enhance work on per- 
sonnel circulation organizations under government per- 
sonnel departments. On the other hand encourage and guide 
the growth of sector, industry, unit and civil-run personnel 
circulation organizations. 


Do a good job of personnel information work. This is 
fundamental work for setting up personnel markets and 
opening up personnel movement. Only by taking hold of a 
large volume of personnel supply and demand information 
and implementing social exchanges can personnel circula- 
tion results be improved to provide better service to per- 
sonnnel and units. At present not only are we preparing the 
first national personnel information network, preparing to 
select several key information journals to publish personnel 
information periodicals but we also are taking note of 
developing the role of broadcasting, television, newspapers 
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and other news media in personnel information work to 
advance the socialization of personnel information through 
various forms. 


Nurturing and developing personnel markets is a systematic 
social process involving reform of the insurance and wel- 
fare, medical treatment, household registration and housing 
systems. Reliance on personnel departments alone is insuf- 
ficient. It requires the strong support of each level of the 
government and relevant sectors. We hope to make nur- 
turing and developing personnel markets an importart job 
to master in building a socialist market economic system, to 
bring it into overall market system planning to ensure 
coordinated development of personnel markets and other 
essential markets to make personnel markets play their 
proper role in China’s socialist market economy. 


POPULATION 


Economic Rewards, Penalties in Family Planning 
Work 


94CE0437A Beijing RENKOU YU JINGJI [POPULATION 
AND ECONOMICS] in Chinese No 82, 25 Feb 94 pp 47-52 


[Article by Yan Meifu (0917 2734 4395): “Some Thoughts 
on Economic Rewards and Penalties in Family Planning 
Work in a Market Economy”] 


[Excerpts] Reexamining the Role of Economic Rewards and 
Penalties in China’s Population Control 


Facts in the last 20 years prove that economic rewards and 
penalties have played a very important role in China’s 
family planning. Their effect was decisive particularly 
among workers in the cities, and it can be said that family 
planning work was more effective in the cities than the rural 
areas because the role and efficacy of economic rewards and 
penalties are inseparable. For a long period of time, when- 
ever one analyzed why the urban birth rate was more 
effectively controlled than rural birth rate, one often 
assumed that it was because urban population had a higher 
educational and cultural level or better access to social 
services, rather than forthrightly recognizing that economic 
rewards and penalties were the most important reason, and 
that penalties were much more effective when applied in the 
cities than the rural areas. But those were the facts. 


During the 1970-80s, the effectiveness of economic rewards 
and penalties in family planning among urban workers 
could not be duplicated in the rural areas: urban workers 
who violated family planning rules were fined, denied 
bonuses, deprived of wage increase, demoted or even dis- 
charged. These penalties were aimed at the “life line” of 
workers at that time. One can just imagine in the era when 
the necessities of life depended on the coupons issued. the 
difficulties a worker faced if he lost his “iron rice bow!” and 
had to support an extra mouth at home; one can therefore 
easily appreciate why disobeying the system at that time was 
out of the question, and why urban workers, regardless of 
their desire for more children, did not dare give birth to 
more of them. According to a survey of women with 
one-child certificates in Beijing, their desired number of 
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children was two.' In point of fact, under this reward- 
penalty system, workers in the cities were faced not with a 
balancing between rewards and penalties, but with a cruel 
choice between “existence” and “reproduction.” Under 
normal circumstances, man would not give up “living” for 
“reproducing.” 


In the urban areas, this forceful and effective system was 
relied upon to control the reproductive behavior of workers. 
From a long range perspective of population control, this 
type of control was very beneficial and necessary. Psy- 
chology recognizes that modifying man’s reproductive 
behavior can help change man’s idea toward reproduction. 
After a suitable reproductive behavior is developed and 
fortified, people would change their idea of reproduction 
and family and, in the end, when they see the various 
benefits to limiting family size, they would consciously 
practice family planning. Among urban populations today, 
the consensus is not to have more children, and some people 
even do not want any children, suggesting that a close 
relationship indeed exists between the former forceful and 
effective reward-penalty system and the subsequent change 
of reproductive behavior. 


In the rural areas, economic penalties in family planning 
never did carry the same degree of threat as in the cities. 
This is because the context in which economic penalties 
were applied was entirely different: peasants were not wage 
earners, they had no bonuses to withhold or wages to cut, 
and they were not afraid to be fired; they were responsible 
only for farming a few mu of land and keeping up their own 
shelters, and the basic principle of the socialist system itself 
limited the applicability of economic rewards and penalties 
in rural areas. Peasants who exceeded their birth quota 
could not be driven from the field they were responsible for 
farming; this explained why in the years when China's 
family planning work was proceeding smoothiy, ihe rural 
birth rate was much higher than the urban birth rate. Data 
based on one percent sample of the 1987 population survey 
shows that the average number of births for all Chinese 
women age | 5-64 was 1.87, but 2.44 in the rural areas; and 
that the overall rural birth rate was 2.6, while the urban 
birth rate was |.3. But this is only one aspx ct of the problem, 
for we should recognize that since family planning has been 
in effect, the rural birth rate has actually declined by a large 
margin, and that economic rewards and penalties did play 
an important role in the decline. This was because of the fact 
that for over a decade, economic penalties for excess births 
could deprive a rural family of a large part of its income for 
the whole year, putting the family in straitened circum- 
stances and even poverty. This was not entirely without 
mental pressure on families that exceeded their birth quota; 
they could not calmly overlook the economic penalty 
imposed. According to a study of villages in Hebei by Zhou 
Ping et al..° if peasants with single children (whether boys or 
girls) could choose one of the following economic rewards if 
they agreed not to have the second child—additional land, 
wavier of collective labor, or access to employment—57.3 
percent, 56 percent and 68 percent respectively agreed; but 
if the penalty for having the second child involved money or 
land, the proportion of peasants that agreed not to have the 
second child dropped from 71 percent (without any penalty) 
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to 12.7 percent. The investigators concluded therefore that 
to control births in the rural areas, a light penalty is better 
than no penalty, and a heavy penalty better than a light one. 
[Passage omitted] 


Difficulties Involved in Economic Penalties and Rewards 
in Family Planning 


In recent years, following the growth of rural commercial 
production enlivening the rural as well as urban economies, 
and particularly with the rise of a market economy, the 
reward-penalty system in family planning, which hitherto 
played an important role in controlling population increase, 
has run into difficulties. 


To begin with, the single-child reward has lost its psycholog- 
ical effect in the rural areas. One reason is the measly reward. 
The “‘single-child subsidy” of several yuan per month, 
unchanged for a decade or more, has only symbolic meaning 
today and no effect whatsoever on peasants’ reproductive 
behavior. Another reason is that economic rewards in rural 
areas were never conscientiously applied. Economic rewards 
such as doubling the land allotment for home construction, 
planting vegetables and grain, or priority for school admis- 
sion and promises of some other types of economic support, 
all of these have become “open lies.” Peasants neither 
believed nor were they interested in these rewards. The writer 
personally learned from a survey that a peasant named Zhang 
from Yaojia hamlet, Chengbei village in Linsui county of 
Sichuan Province, was the only one in that hamlet to respond 
positively that year to the family planning appeal and there- 
fore awarded the “one-child certificate.” When his child was 
12 years old and he still had not received a single fen of the 
“single child living subsidy,” he petitioned the village author- 
ities and after making repeated requests for more than a year, 
he was given 300 yuan after discount and deduction. As for an 
extra allotment of land for his own use growing vegetables or 
building his house, he received no response despite inquiries. 
On the other hand, other families with multiple-births actu- 
ally received several more times his share of land which they 
had since celebrated bountiful harvests. When the reward- 
penalty system loses its credibility, families with single chil- 
dren are discouraged and couples planning on having only 
one child also become disheartened. In rural areas in China, 
many child-bearing age couples would rather pay the penal- 
ties and have more than one child, than accept the reward for 
having only one child. Peasants cannot be blamed for these 
kinds of results. The reward and penalty system, which 
encourages peasants to practice family planning, limit the 
number of children and focus on the quality of children, has 
reached the point of practically zero effectiveness. 


Furthermore, the reward-penalty system in rural areas today 
no longer carries the same clout, and peasants who exceed 
the birth quota are not at all afraid of the penalty, whether 
they have money to pay for it or not. The market economy 
has changed the former autarkic state of things in rural areas 
where eggs were bartered for salt and oil, and peasants 
income has since risen by a large margin; several hundreds 
or even thousands of yuan in penalty would no longer put 
many peasants in straitened circumstances or poverty, and 
they can come up with the money. Today, many excess-birth 
families in the rural areas invariably give birth only after 
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consultations with parents and spouses and with the 
required penalty money in hand; therefore, imposing a fine 
on these newly rich peasants for excess birth amounts to no 
more than “pulling one hair of a cow,” having no effect at all 
on their well being. To this group of peasants, the right to 
give birth has become a market commodity. In the context 
of family planning, such a viewpoint is wordless condemna- 
tion or bitter satire of the policy. And in another ironic 
twist, even poor peasant households are not afraid of the 
penalty, they dare give birth because they don’t have any 
money anyway to pay the fine. This is another aspect of the 
difficulties the family planning reward-penalty system finds 
in the rural areas today. 


Peasants who have no money to pay the fine have no reason 
to be afraid of any penalty; this group of poor peasants in fact 
is a product of the developing market economy. When 
penalty is imposed on these peasants for breaking the family 
planning rules, they would invariably resort to tactics of 
“running wild, cheating, denying, or running away.” Relying 
on such tactics, some having no qualm or fear of excess birth 
would, in complete equanimity, simply say that “having no 
money to pay, [I'd] have a life instead”; some would move 
[their possessions] to homes of friends and relatives so that 
the cadre inspector, seeing they hardly have a wok to cook in, 
could not in good conscience levy the fine; some would delay 
paying the fine, offering up a few yuan every six months, 
saying all the right things, and after three or four years, stop 
paying altogether, others would threaten their neighbors and 
create a scene in the village so the people dare not reveal that 
their poverty was make-believe; still others would utilize their 
relationships with friends and relatives to obtain their share 
of land for growing vegetables and building houses; and 
finally there are those who would simply move away and 
disappear completely. All these make it almost impossible for 
the planning reward-penalty system to fulfill its role. 


Turning to the urban areas, because the businesses need to 
transform their operating system and enter into market 
competition, they need to completely reform the system of 
employment; with the “iron rice bowl” no longer intact, and 
a system of wages and bonuses set up in replacement, 
workers and enterprises have room to maneuver, and 
workers are free to move in response to market demands. 
Therefore, the penalty in the reward-penalty system which 
used to get workers “by the throat” as it were, no longer 
carries that threat, and family planning effectiveness corre- 
spondingly declines, and the at-one-time most effective 
reward-penalty system now finds itself mired in difficulties. 


We should not treat lightly the fact that effectiveness of the 
family planning reward-penalty system has diminished in a 
market economy, because to do so can revive the workers’ 
desire for two or more children and, in time, lead to a 
backlash against family planning in the cities. This is 
particularly true for townships and villages below the county 
level. [passage omitted] 


Footnotes: 
1. WENHUI BAO, 11 July, 1991 


2. Zou Ping (6760 1627], Hu Angang [5170 7254 6921}; 
Mankind, Development, Perspectives and Choice, Page 204 
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AGRICULTURE 


Liaoning Imports Poor Quality Fertilizer 
94CE0454B Shenyang BOHAI SHANGBAO in Chinese 
29 Mar 94 p I! 


[Article: There Exists Quality Problems Worthy of Note in 
Importing Fertilizer—Liaoning Provincial Commodity 
Inspection Bureau Makes Suggestions to Relevant Sectors} 


[Text] According to information obtained from the Lia- 
oning Provincial Bureau of Commidity Inspections, it is 
known that last year a total of six kinds of fertilizer was 
imported into the province through the port of Dalian in 32 
batches, weighing a total of 726,100 tons, worth 
$123,176,100. Checked against standards specified by the 
bureau for imported chemical fertilizer, these shipments 
posed the following quality control problems: 


The first problem was the large proportion of shipments not 
meeting standards. In 1993, of a total of 32 batches of 
chemical fertilizer weighing a total of 726,100 tons, five 
batches weighing a total of 165,369 tons, worth 
$29,536,800, were found not to meet standards. On the 
basis of weight, 22.77 percent of the imported chemical 
fertilizer was substandard. 


Second was a serious problem with shipment batches. For 
example, the fertilizer imported through Dalian from the 
United States was chiefly ammonium phosphate in 125 batches 
weighing a total of 611,020 tons. After inspection by the 
Liaoning Provincial Bureau of Commercial Inspection, three 
batches, weighing a total of 110,518 tons, which comprised 
18.9 percent of the total weight, were found to be substandard. 
The nitrogen content of one batch was only 17.76 percent 
(contract requirement was 18 percent). In another two batches, 
the moisture content exceeded that of contract specifications. 
At the same time, two batches of a tnple calcium phosphate 
mix, imported from the United Kingdom and weighing a total 
of 54,851 tons, worth a total of $10,411,700, were also found to 
be substandard after checking by the Bureau of Commercial 
Inspection. In one batch, the amount of free acids was found to 
exceed specifications, and in another batch, the granular size 
also did not meet requirements—a 100 percent noncompli- 
ance. On the shipments described above that did not meet 
contract specifications, the Liaoning Bureau of Commercial 
Inspection issued certificates of noncompliance, so that the 
parties concerned may seek compensation from their foreign 
suppliers. 


With respect to the problem of quality in chemical fertilizers 
imported through the port of Dalian last year, related offices 
in the Liaoning Provincial Bureau of Commercial Inspection 
has the following suggestions: 


1. All agencies dealing with poor quality fertilizers 
imported from abroad must seek compensation from 
their foreign suppliers on the basis of the signed certifi- 
cate issued by the Bureau of Commercial Inspection 
attesting to the problem, so they can recover their 
economic losses and protect the state’s well-being. 
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2. In the future, in accordance with state regulations and 
international custom, all units engaged in importing 
chemical fertilizers must state in detail in the formal 
contract they sign with their foreign suppliers, the tvpe of 
chemical fertilizer ordered, its requirements for product 
composition, quality, weight, and packaging, a statement 
for payment for damages, a penalty clause, and a dis- 
agreement clause. Otherwise, if the contract is unclear 
and not comprehensive, once the fertilizer imported 1s 
found not to meet specifications, there 1s no way to seek 
compensation from the foreign supplier. This may even 
cause the state undeserved economic loss. 


3. All units engaged in importing chemical fertilizers must 
check for substandard products according to contract 
specifications, so that timely action can be taken—what 
batches to reject, what batches to negotiate for a lower 
price, what batches need to be replaced, and what 
batches call for compensation. 


4. User households everywhere that purchase imported 
fertilizer should check for the certificate or stamp of 
approval given by the Bureau of Commercial Inspection 
on the product. It is quite possible that all products 
without the stamp or certificate of approval may be 
imitations. Users must be on the alert for being deceived. 


5. After the imported chemical fertilizer has been received, 
all receiving units must petition the Bureau of Commer- 
cial Inspection for certification that the product meets 
specifications before it can be sold for subsequent use. If 
the inspection 1s not made in time, and a quality problem 
is later found, it may be impossible to recover damages 
because the time limit has expired. What is worse may be 
the great economic loss suffered by the user. 


Agricultural Survey To Be Conducted in 1997 
94CE0S21M Beijing ZHONGGUO XINXI BAO 
in Chinese 4 May 94 p 1 


[Summary] In 1997 China will conduct its first agricultural 
survey. The survey will include the cultivated land area, 
distribution, increase and decrease; output. quality, and 
storage of major agricultural crops such as grain and cotton, 
and production of farm production materials. A baseline is 
needed to reflect rural resources and production factors. 


Guangxi Increases Sugar Output 
94CE0S21P Chongqing XINAN JINGJI RIBAO 
in Chinese 16 May 94 p 1 


[Summary] During the 1993-1994 pressing season Guangxi 
provided 19,500,000 tons of raw material to sugar mills, and 
produced 2,160,000 tons of sugar. Since 1988, the State 
Council has allocated 20 million yuan every year to Guangxi 
for the development of sugarcane. In 1984, the regional 
government set up the “Guangxi Sugar Company,” which is 
responsible for sugarcane and sugar output. Every year the 
company allocates 1,900,000 yuan to support sugarcane 
output, and has set up 18 base counties for sugarcane 
production. In 1994 Guangxi will provide | 800,000 tons of 
sugar for export. 
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Jiangsu Reports Hybrid Rice, Corn Seed Shortage 
94CE05210 Nanjing XINHUA RIBAO in Chinese 
18 Apr 94 p I 


[Summary] Agricultural seed departments in Jiangsu Prov- 
ince have supplied 8,200,000 kilograms of hybrid rice seeds 
and 14,340,000 kilograms of hybrid corn seeds to farmers, 
meeting 73 percent and 80 percent respectively of demand. 


Cotton Procurement Price To Increase in Sep 


94CE0521R Beijing ZHONGHUA DISAN CHANYE 
BAO in Chinese 16 May 94 p 7 


[Summary] Beginning on | September 1994, the procurement 
price for standard ginned cotton will increase from 330 yuan 
per 50 kilograms to 405 yuan. 


Helongjiang To Improve Low-Yield Fields 
94CE0521Q Harbin HEILONGJIANG RIBAO 
in Chinese 19 Apr 94 p I 


[Summary] From 1994 to 1996, the Heilongjiang Provincial 
government will invest 660 million yuan to transform 
3,500,000 mu of medium and low-yield fields, open up 
800,000 mu of wasteland, and improve 500,000 mu of grass- 
lands, and thereby increase grain output by 700 kilograms. 


Official Views Heilongjiang Water Problems 


94CE0454C Harbin HEILONGJIANG RIBAO 
in Chinese 22 Mar 94 p 2 


[Article by staff reporter Feng Zhaoying (7458 0340 5391) 
Deputy Chief, Heilongjiang Provincial Department of 
Water Conservancy: “World Water Day”} 


[Excerpt] [passage omitted] 


[Reporter] At the present time, what kind of water resource 
problems still exist in Heilongjiang Province? How will they 
affect our province's development? 


[Feng] There are four kinds of problems facing water 
resources in our province. First 1s the relatively low volume of 
water resources. Second is the imbalance in the time and 
space distribution of these water resources. Third is serious 
pollution affecting water quality. Finally, 1s the low capacity 
available to exert control of water resources on a broader 
scale. 


For many years, the average annual precipitation has mea- 
sured 531.4 mm, 18 percent lower than the national average, 
and placing Heilongjiang 25th among 30 provinces, cities and 
regions. The total volume of water resources in Heilongjiang 
is 77.2 billion cubic meters, which translates into 2,180 cubic 
meters per capita, 520 cub meters lower than the per capita 
amount nationally. The acreage share of water per mu ts only 
one-third of that per mu nationwide. Rainfall and runoff 
during the year are concentrated in the months June through 
September, comprising 60 percent to 80 percent of the annual 
precipitation, which leads to easy flooding. Since rainfall 
during June is less than 10 percent of the annual total, a 
spring drought frequently occurs. Water distribution 1s con- 
centrated mostly in hilly areas, which is 74.5 percent of the 
total precipitation. While only 25.5 percent of the water 
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resources is located in the plains where 80 percent of the 
cultivated land in the province is found, one can see how the 
arrangement between water and land resources is extremely 
illogical. The quality of natural water in Heilongjiang is very 
good, except it is seriously polluted by humans. Rivers where 
the pollution is more serious include the Sunghuajiang, 
Mudanjiang, Tangwanghe, Musuhe, Ashihe, Anbanghe etc. It 
is now possible to regulate and control surface runoff in 
Heilongjiang at 7 billion cubic meters. In comparison with 
Jilin and Liaoning Provinces, this scale of control is far lower 
than theirs. Moreover, Heilongjiang’s effort is a preliminary 
development phase, which depends chiefly on natural runoff. 
These problems seriously inhibit Heilongjiang’s economy and 
the improvement in living conditions of its inhabitants. 


[Reporter] What measures and practices has Heilongjiang 
adopted to strengthen the management of these water 
resources? 


[Feng] Heilongjiang places great importance on management 
of the province’s water resources. In 1988, after the “PRC 
Water Law” had been promulgated, He1'ongjiang’s People’s 
Provincial Assembly passed “Implementation of the ‘PRC 
Water Law,” and the provincial CPC committee and provin- 
cial government issued “Identification of Several Problems 
on Strengthening Water Conservation Construction 
Projects.” Following this, the provincial government further 
established a means to implement this “identification.” The 
appearance of a series of regulations and policy statements 
issued by the provincial CPC, the provincial assembly, and 
the provincial government on following the law regarding 
water control and flood prevention, comprehensive manage- 
ment of water resources, mobilizing all elements 1n society to 
participate in water conservation, to strengthen water conser- 
vation-based industries and turn around the passive eco- 
nomic development that had resulted from sluggish buildup 
of irrigation and water conservancy projects. 


To logically open up and effectively protect the water 
resources in Heilongjiang, we must start with basic tasks by 
initiating an overall survey and evaluation of the whole 
province’s water resources. We must classify water 
resources by river basin and cities/towns; investigate and 
evaluate underground water resources for those towns suf- 
fering water shortages, and make a present status survey of 
water resources being tapped and used. Based on the needs 
of the “Water Law,” Heilongjiang will organize water 
administrative teams overseeing water use compliance, and 
their authority will extend all the way down to the village 
level to locate and deal with cases flouting the water 
conservation law. Supported by the court in some localities, 
special water conservation courts may be set up. 


To strengthen the unified management of water resources, we 
must implement a plan for economic use of water. Within the 
province, the plan must cover tapping of water directly from 
rivers, lakes, and underground sources, implementing a 
permit system for water extraction where “water extraction 
permits” are issued by water administration agencies at 
various levels, and collecting a water resource fee. 


[Reporter] What engineering projects will the province 
consider in the next step? 
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[Feng] For several years Heilongjiang has invested consid- 
erable sums to build several irrigation and water conserva- 
tion projects. Among them are 69 large and small-size 
reservoirs controlling a total volume of 7 billion meters of 
water. Add to this the engineering project diverting water 
from the Nunjiang, and a series of water conservation items 
in the Sanjiang area—all of which are having an impact on 
development in Heilongjiang. However, these already-built 
projects cannot meet present needs. In accordance with the 
spirit of “Identifying Several Problems on Strengthening 
Water Conservation Construction Projects,” issued by the 
provincial CPC and the provincial government, new con- 
struction and expansion, and safety maintenance will 
involve 14 large and mid-size reservoirs, which will increase 
the capacity to control surface water to more than 10 billion 
cubic meters. The importance of the Nierji, Qinglongshan, 
and other reservoirs in the planning stage right now 1s to 
increase the capacity to control the water volume in some of 
the important rivers in the province to meet the needs of 
agricultural production along both river shorelines, and 
thereby stimulate economic development in these areas. 


Impact of GATT on Rural Finances 


94CE0314A Beijing ZHONGGUO NONGCUN JINGJI 
[CHINA'S RURAL ECONOMY] in Chinese 
No 2, 20 Feb 94 pp 21-24 


[Article by Sun Tanzhen (1327 3389 6966) of the Research 
Institute for Rural Development of the Academy of Social 
Sciences: ““How Do China’s Rural Finances March Toward 
Market Economy”] 


[Text] 


The structural changes and the high-speed development of 
China’s rural economy during the 1980s have created a huge 
market of demand and a large activity space for the devel- 
opment of rural banking industry. China will soon enter the 
GATT, and our banking industry will soon encounter tre- 
mendous outside pressure. As far as the ope™..ng up modern 
rural financial undertakings is concerned, this all means 
challenges as well as rare opportunities: 


1. According to figures revealed by the State Statistics 
Bureau, the per capita saving of a peasant household was 
only 7.05 yuan in 1978, a mere 5 percent of the per capita 
net income in that year. As of 1991, the per-capita saving 
of a peasant household had reached 271.91 yuan, 
accounting for 38 percent of the per capita net income in 
that year. If we take savings as a kind of financial asset. 
we can clearly see the upward trend of the percentage of 
a peasant’s financial asset to the net income in each year. 
The growth of the peasants’ financial asset shows that 
peasants are able to save more after their income 
increases. This is also a requirement for the development 
of modern banking industry in the countryside. In con- 
ducting an aggregate economic analysis, Western macro- 
economists often state that “savings are equivalent to 
investments.” However, savings need an effective media 
to become investments. That media is the financial 
system composed of modern financial organizations and 
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the money market. Nevertheless, the functions of the 
existing financial organizations in China are not so 
perfect. It is difficult for these organizations to play their 
role well in doing financing. When we carried out inves- 
tigations in the rural areas during the past few years, we 
often found that some peasant families often keep tre- 
mendous amounts of cash locked in boxes at home. This 
situation is closely related to the slow development of the 
rural banking industry in China. 


2) The rapid development of various rural industries and 


the vigorous rural economic activities to become market- 
oriented have greatly increased economic contacts and 
rapidly expanded the business of settling accounts in the 
same and in different areas. Right now the existing 
financial institutions are weak in settling accounts, the 
account-settling procedure is complicated, and there is 
endless carping and countless taboos in this connection. 
Methods used to settle accounts are also backward. On 
top of all this, the range of services provided by the 
financial institutions remains narrow. Their efficiency is 
quite low, and services are poor. As a result, many rural 
economic entities often use cash in business transactions, 
thus aggravating the situation wherein money is being 
circulated outside the bank. This kind of situation has 
not only increased the risk of the financial institutions in 
money circulation and their cost in settling accounts, but 
also made them lack of short-term loans. From the 
macro-economic point of view, it is a tremendous finan- 
cial loss. 


3) The contradiction between supply and demand of long- 


term capital in rural areas is becoming sharper and 
sharper in each passing day. The rural long-term capital 
includes social capital (roads, water supply and drainage 
channels, electric power and other infrastructural facili- 
ties) and industrial capital. The experiences at home and 
abroad show that it usually takes more than 10 years to 
accumulate long-term funds in support of social capital 
and that it also takes more than one year to accumulate 
medium and long-term funds in support of industrial 
capital. With the further development of the rural 
economy, the demand for long-term capital is becoming 
greater and greater. Due to the fact that China’s market 
for long-term capital is nearly a blank, right now we can 
only fill this gap by relying on the various irregular 
flexible measures adopted in various localities for the 
supply of long-term capital such as raising social funds 
and soliciting public assistance and donations. The 
supply of such funds is unstable. In addition, the cost in 
raising funds in such way remains high. It is far insuffi- 
cient to satisfy the requirements in developing China's 
economy. As a result, the contradiction between the 
supply and demand of the long-term capital is becoming 
sharper and sharper. 


4) Impact from China’s re-entry into GATT and opportu- 


nities to become export-oriented. If negotiations are 
carried out normally, China is expected to return to 
GATT (hereinafter referred to as “China's re-entry to 
GATT”). The “Uruguay Round” of talks—the eighth 
round of multilateral GATT trade talks—had entered the 
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final stage since its inception in September 1986. The 
service trade agreement of the Uruguay Round (draft of 
the final agreement) had stipulated the detail provisions 
on the five aspects of market access, national treatment, 
market transparency, most-favored nation status and the 
special treatments to developing countries. In order to 
develop China’s banking industry, we must earnestly 
deal with the following issues: 


A) Exclusion clause for suppliers of financial services. 
Those financial institutions owned or controlled by 
the government which mainly execute government 
functions or carry out activities for the government 
should not provide financial services. Therefore, 
China’s current system of financial institutions with 
state-run banks, insurance companies and securities 
companies as its main entities will encounter serious 
institutional obstacles when it faces competitions 
from the international banking industry after 
China’s re-entry into GATT. 


B) The right to go into business (business involvement). 
Each participating nation should give providers of 
financial services of other participating nations the 
right to set up offices in its own country to offer the 
same type of financial services. 


C) New financial service. It is the type of financial 
service that none of the financial service providers is 
offering in a specific participating nation except it is 
being offered in one participating nation. The latter 
should permit the financial service providers of other 
participating nations to offer new financial services 
in any form within its boundaries. In view of the 
tremendous differences in the form of shipment and 
delivery used by China’s existing financial institu- 
tions in providing financial services, the provision 
On a participating nation’s obligation to provide new 
financial services will create a strong shock wave on 
China’s banking industry. 


D) National treatment. Each participating nation 
should permit other participating nations’ financial 
service providers which have already set up offices in 
its boundaries to contact the disbursement and 
account-settling departments of this participating 
nation for access to the supply of government funds 
by refinancing through the regular commercial 
channel. Foreign financial service providers should 
be given equal treatments as their domestic counter- 
parts in seeking membership of financial organiza- 
tions and participating in any institution which has 
the rights to formulate its own rules and regulations, 
in securities or futures exchanges, and in account- 
settling organs or other organizations or associa- 
tions. Moreover, when a nation gives direct or indi- 
rect special privileges or treatments to its own 
financial institutions in rendering financial services, 
the foreign financial institutions in the country 
should also enjoy the same privileges and treat- 
ments. With regard to the aforementioned manda- 
tory clause, we naturally may gradually reduce the 
various restrictions which conflict with GATT rules 











in accordance with the special GATT preferential 
treatments to developing nations, while protecting 
our own financial institutions to a certain extent and 
within a limited period of time. However, China’s 
re-entry into GATT will undoubtedly have a great 
impact on China’s banking industry. It will put 
pressure on us, while providing us with a motiva- 
tional force. Whether or not we can seize the oppor- 
tunities, meet the challenges, turn the pressure into a 
motive force, the key lies in our efforts to deepen our 
financial reform, open our banking industry wider to 
the outside world and increase our competitiveness 
in the world market. 


While we are faced with the aforementioned market changes 
in rural economy and the tremendous challenges and oppor- 
tunities given us by China’s chance to re-enter GATT, our 
rural banking industry deplorably fails to keep pace with 
this situation. Signs are manifested as follows: 


1) Monopolistic short-term money market and backward 
methods for financing. As far as the whole country is 
concerned, the Industrial and Commercial Bank of 
China, the Agricultural Bank of China and the rural 
credit cooperatives under its administration, the Bank of 
China, the Construction Bank of China and the Bank of 
Communications are the only national banks in China 
that have branches all over the country; and can accept 
deposits directly from the residents, serve various eco- 
nomic entities in settling accounts and extend loans to 
financial institutions which need money. Only they can 
handle “real banking businesses.” Although the func- 
tions of the aforementioned five banks somewhat 
overlap each other since the development of the reform 
program, their monopoly in the realm of production is 
still not broken down. The 180,000 odd financial insti- 
tutions which emerged in the 1980's had preliminarily 
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modern financial institutions. Factors of the money 
market such as the interest rate, mortgage, equity and 
credit period are non-existent. This situation is no doubt 
a considerable obstacle to the accumulation of long-term 
capital needed to further develop the rural economy. 


3) Weak, ineffective and insufficient number of nongovern- 


mental financial institutions. In China's rural area, a 
group of nongovernmental market-oriented financial 
institutions have emerged in the course of developing the 
market economy during the past 13 years. These finan- 
cial institutions have satisfied, to a certain extent, the 
needs of the rural money market at various levels and 
counteracted the weaknesses of the aforementioned 
monopolistic financial institutions in the supply of funds 
for the development of market economy in rural dis- 
tricts. Nevertheless, these nongovernmental financial 
institutions share common weaknesses of relatively 
incompetent personnel, insufficient of capital and back- 
ward methods for financing. The current state of affairs 
shows that it will be difficult to rely on the existing 
nongovernmental financial institutions to meet the chal- 
lenges and competitions from the world banking 
industry after China's re-entry into GATT. Specifically 
speaking, China’s major nongovernmental rural finan- 
cial institution—the Rural Cooperative Foundation— 
has made remarkable progress. However, its capital was 
only 10 billion yuan by the end of 1991, a fraction of the 
300 billion yuan deposits in the Agricultural Bank of 
China. Moreover. it receives serious internal administra- 
tive inferences. Its rules and regulations are far from 
being perfect, and its management needs improvement. 
Meanwhile, private money houses, credit unions and 
other nongovernmental financial organizations are still 
sporadic, and they score little progress because of their 
traditional practices. 








shattered the monopoly of a single bank in the use of 
funds, but they have not become effective competitors of 
the specialized banks in China’s banking industry, since 
they only have a few branches and they are short of 
capital. They cannot accept deposits. Nor can they settle 
accounts or build vaults. In the rural areas, the Agricul- 
tural Bank of China and the rural credit cooperatives 
under its administration have still monopolized the rural 
banking industry. As a result, the methods for financing 
in the rural district is still far behind the world advanced 
level. If we view China’s entire banking industry, its 
standard is equivalent to that of the developed nations in 
the 1950s. If it is said that there is a gap between China's 
industry and that of the developed nations, then there is 
even wider gap between China’s banking industry and 
that of the developed nations. Other direct consequences 
of the monopoly of the banking industry are less service 
items and poor service quality. 


2) The long-term money market is nearly a blank. It badly 


needs development. According to our survey, long-term 
financing activities in China’s rural areas are limited to 
loans between close relatives and good friends for the 
building of rural residential houses. Here, there are no 


In order to bring about changes to turn China’s rural 
economy into a modern market economy and increase 
China’s competitiveness in the world market, we should 
reform the rural banking industry as follows: 


1. We must resolutely break down the monopoly in China's 
banking industry, encourage competitions in the finan- 
cial sector and vigorously develop modern nongovern- 
ment financial institutions. Under the macroeconomic 
guidance of the state financial policy, we must cultivate 
multi-level financial organizations in various economic 
sectors, draw on the advanced experience of foreign 
countries, adopt a series of feasible measures against 
financial monopoly in the banking industry, and 
encourage and safeguard competitions among various 
types of financial institutions. The major task of the 
governments at the central and provincial levels is to 
develop a group of modern financial institutions that 
may compete in the international market. Due to the 
requirement for high technology and professionally 
trained personnel in the development of a modern 
banking industry, one of the realistic measures is to 
encourage those staff members who had left the existing 
state-run financial institutions or those who returned 
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from their studies abroad to set up or lead new financial 
institutions. The related departments and governments 
at all levels must work hard to create a good external 
environment for this type of new financial institution. 
The state financial administrative departments may also 
set different standards for modern financial organiza- 
tions and encourage them to further improve themselves 
through competition. Meanwhile it is necessary to clearly 
define the government's function in working out finan- 
cial policies and its function in the control of financial 
institutions; and adequately separate these two func- 
tions. The former is mainly aimed at harmonizing the 
relation between economic development and the money 
supply, stabilizing the value of money and controlling 
where to put the money is use. The latter is mainly aimed 
at guiding the financial institutions, developing modern 
financial organizations, helping them become more com- 
petitive and promoting and safeguarding fair competi- 
tions in the banking industry. 


2. We must vigorously form and develop the long-term 
money market. Since the beginning of the 1990's, China 
had made preliminary breakthroughs in doing direct 
financing. The securities market had gradually grown out 
of nothing and opened up a new path for raising long-term 
capital. From now on, we must study and find new ways 
on how to channel the money in the securities market to 
rural areas. 


In the course of developing the long-term money market, 
we must pay particular attention to the role of the insur- 
ance industry. Generally speaking, the insurance compa- 
nies sign insurance contracts with their clients who wish to 
guard against any contingency. They collect a fixed 
amount of insurance premiums from their clients, and pay 
indemnities according to the contract when the specified 
accident occurs. The insurance companies use this method 
to provide their clients with financial assets. At the same 
time, they keep the premiums they receive as reserve funds 
to pay indemnities in case something happens. In general, 
they have a considerable amount of money on hand. As a 
result, the insurance companies which are the main sup- 
pliers of industrial funds often play an important role on 
the securities market. This is particularly true in the realm 
of life insurance. The insurance companies are able to use 
modern technology to accurately predict the rate of mor- 
tality. Also, the insurance contracts they sign with their 
clients are usually extra long-term ones. Therefore, their 
capital is relatively long-term and stable. Life insurance, as 
the main body in the supply of long-term funds, plays a 
significant role in the long-term money market. The fig- 
ures provided by the State Statistics Bureau indicate that 
insurance premiums in China grew from 2.57 billion yuan 
in 1985 to 20.97 billion yuan in 1991, with an average 
annual growth rate of 41.9 percent. Its old-age pension 
insurance premiums grew from 180 million yuan in 1987 
to 3.31 billion yuan in 1991 with an average annual growth 
rate of 62.5 percent. The percentage of the old-age pension 
insurance premiums in the entire amount of premiums 
collected also rose from 6.9 percent in 1985 to 15.8 percent 
in 1991. The departments of civil affairs in various local- 
ities have also enthusiastically encouraged people to buy 
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rural social old-age pension insurance. Right now, more 
than 800 counties (cities and districts) in China have 
carried out experiments in selling rural social old-age 
pension insurance policies. More than seven million peas- 
ants have underwritten the old-age pension insurance. 
This situation indicates that the insurance industry, par- 
ticularly the old-age pension insurance which is the main 
long-term money supply already has a good start in China. 
It is expected to grow rapidly. The next step is how to 
tackle the issue of guarding against monopoly and safe- 
guard competition and how to turn the insurance funds 
into long-term capital. 


3. We must promote the modernization of the banking 
industry and further improve technologies in this connec- 
tion. We should draw on the advanced experience of the 
banking industry abroad. To speed up the process of 
making full use of the foreign advanced banking technol- 
Ogies, we urgently need to carry out the following tasks: 


A) We must establish a modernized system for settling 
accounts. 


B) We must set up a modernized mortgage system and 
improve the relevant organizations. 


C) We must reform the system of loan administration, 
and use, wherever possible, the method of bill discount 
and that of bill rediscount by the Central Bank for 
extending short-term loans. Some of the major issues 
which have plagued China’s banking industry are the 
fact that it is difficult to control where to actually use 
the credit funds and the misappropriation of funds. If 
we extend short-term loans by mainly relying on the 
method of bill discount, we would be able to solve, to 
a great extent, the headache in our banking industry. 


D) We must accelerate the process of computerizing the 
banking industry. 


In short, China is a developing nation with a shortage of 
capital. To maintain sustained and steady economic growth, 
we will have to rely, to a great extent and for a long time to 
come, on our family savings. How to effectively and 
smoothly turn family savings into social and industrial 
capital. Making the best use of our rare sources of capital (in 
different regions, different industries and different enter- 
prises) is the unshirkable historic responsibility of China’s 
banking industry for rejuvenating our nation. 


Guizhou’s Farm Output in 1993, 1994 Plans 


94CE0440A Guiyang GUIZHOU RIBAO in Chinese 
11 Mar 94 p 2 


[Article by Wang Xucai (3769 4872 2088), chief of the 
provincial agricultural bureau: “Implement Policies To 
Increase Investment and Reap a Bumper Harvest in 1994"} 


[Text] The agricultural and rural economic situation of 
Guizhou Province was good in 1993. Improvements involved 
increases in the gross value of agricultural output, a new 
record in the history of grain production, 15 continuous years 
of development in animal husbandry, accelerated develop- 
ment in aquatic and reclamation undertakings, and a higher 
per-capita net income for peasants. 
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The gross value of agricultral output reached 17.66 billion 
yuan (based on 1990 constant prices), an increase of 4.1 
percent over 1992. The per-capita income of peasants 
reached 579 yuan, an increase of 73 yuan over that of 1992. 


Total grain output was 8.695 million tons, an increase of 
10.2 percent over 1992, of which summer grain was 1.695 
million tons, an increase of 1.3 percent and fall grain was 7 
million tons, an increase of 12.6 percent. Total cash crop 
output of flue-cured tobacco was 507,900 tons, an increase 
of 13.1 percent and rape seeds was 384,000 tons, a decrease 
of 23.1 percent. Tea leaves totalled 142,000 tons, an 
increase of 2 percent over 1992. 


In animal husbandry, the number of live hogs increased 0.6 
percent as compared to that of 1992 and the number of 
slaughtered hogs increased by 2.2 percent. The number of live 
draft animals increased 1.4 percent and the number of sold 
draft animals increased 21.9 percent. The output of meat and 
milk all increased markedly as compared to that of 1992. 


The output of aquatic products was 25,000 tons, an increase 
of 8.2 percent over 1992. The total industrial and agricul- 
tural output value of fa-mland reclamation undertakings 
was 76 million yuan, an increase of 8.2 percent. The amount 
of taxes paid by these enterprises was 5.8 million yuan, an 
increase of 9.3 percent over 1992. 


Since the Third Plenary Session of the 11th CPC Central 
Committee, agriculture, animal husbandry, fishery, and 
reclamation industries of Guizhou Province has made con- 
siderable progress, and the output of grain, oil-bearing 
crops, tobacco, and animal products has increased steadily. 
Grain production set an all-time high in 1993. Judging the 
15 years of reform and opening up, the achievements can be 
attributed to four basic reasons: |) Rural areas have imple- 
mented the output-related contract responsibility system, 
liberating productive forces and arousing farmers’ enthu- 
siasm for production. 2) The market and prices of most farm 
and animal products have been decontroiled, stimulating 
the development of production. 3) Party committees and 
government organs at all levels have paid great attention to 
agriculture and formulated and adopted a series of effective 
policies and measures. 4) The primary productive force of 
science and technology has also been brought into play. 


Currently, agricultural work faces quite a number of new 
situations and problems. Mainly they involve one transfer, 
two changes and three weaknesses. The one transfer is that 
the three elements of agricultural production are being 
transferred from agricultural to non-agricultural depart- 
ments. Cultivated land is shrinking every year; strong labor 
is being transformed; and agricultural funds continue to 
flow out. Two changes are: |) Agriculture is changing from 
a planned economy to a socialist market economy. 2) 
Traditional agriculture is changing toward a high-yield, 
high-quality, and high-efficiency agriculture. The three 
weaknesses are: 1) The system is incomplete. 2) The mac- 
roeconomic regulation and control ability is weak. 3) The 
infrastructure of agriculture is poor. To continue the excel- 
lent situation in agriculture, we should thoroughly under- 
stand these issues, study solutions and adopt measures so as 
to achieve the steady development of agriculture. 
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To implement the guidelines of the Central Rural Work 
Conference and the Rural Work Conference of the Provin- 
cial CPC Committee and to reap a bumper harvest this year, 
agricultural departments must give full play to their advi- 
sory role and technological advantage and actively coop- 
erate with party and government organs at all levels to 
advance and work toward fulfilling the task of agricultural 
production for 1994. To fulfill all of 1994 plans—18.34 
billion yuan of total agricultural output value, 8.75 million 
tons of total grain output, 340,000 tons of flue-cured 
tobacco, 500,000 tons of rapeseeds, 18,000 tons of tea 
leaves, 7.15 million heads of live draft animals, 14.3 million 
heads of live hogs, 915,000 tons of total meat product, 
55,000 tons of eggs, 13,000 tons of milk and 26,000 tons of 
aquatic products—the Guizhou Provincial Agricultural 
Bureau set forth the following guidelines, focuses, and main 
measures for agricultural work in 1994. 


1. Basic guidelines are: being market-oriented, science and 
technology driven and efficiency-conscious; aiming to 
increase peasants’ income, rationalizing the distribution of 
resources, readjusting and optimizing the agricultural 
structure and guaranteeing the steady increase for grain 
production. Great efforts should be made to develop the 
production of “grocery basket,” vigorously promote high- 
yield, high-quality, and high-efficiency agriculture, 
increase the comprehensive production ability of agricul- 
tural departments, and accelerate the continuous agricul- 
tural development in Guizhou Province. 


2. Production focuses are as follows: |) Grain production. 
Steadily increasing grain output is an important task for 
agricultural production in Guizhou Province. In accor- 
dance with the requirements for stabilizing acreage, 
optimizing structure, improving variety, and focusing on 
per-mu yield, Guizhou Province should keep seeded 
areas at or above 40 million mu and concentrate on 
enforcing production, technology, and management mea- 
sures to ensure growth in production. 2) Production of 
dominant cash crops and name-brand quality products. 
Flue-cured tobacco and rape are two main cash crops of 
Guizhou Province. They are main sources of revenue for 
the province and provide income for the peasants. As far 
as flue-cured tobacco is concerned, Guizhou Province 
mainly needs to stick to planned cultivation, concentrate 
on quality, and increase per-mu yield and economic 
returns. Using regionalized and restricted cultivation 
and coordinating improved variety with quality 
methods, rapeseed production should follow the prin- 
ciple of using sales as a criterion and incentive for 
production and concentrating efforts on developing 
quality rape and increase economic returns. The devel- 
opment of name-brand quality farm products is an 
important measure for increasing the economic returns 
for agriculture. Rice production should focus on devel- 
oping superior rice, black glutinous rice, and fragrant 
rice. Great efforts should be made to develop the variety 
of corn that has high content of protein and lysine, 
expand the production of name-brand quality tea and 
fruit, and increase the ability to earn foreign exchange 
and compete on the market. 3) The production of “gro- 
cery basket.” It is necessary to increase the output of 
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meat, poultry, eggs, milk, and aquatic products to enrich 
the “grocery basket” of the masses of people. The focus 
of animal husbandry, the breeding industry and the farm 
reclamation industry is to steadily develop the produc- 
tion of live hogs, vigorously develop plant-eating ani- 
mals, increase the ratio of beef, mutton, and poultry in 
meat, and make great efforts to promote fish breeding in 
rice paddy, ponds, and netted boxes to increase the 
per-capita output of aquatic products. 


3. Main measures are: To fulfill agricultural production 
tasks in an all-round way for 1994, Guizhou Province 
needs to do a good job mainly in the following areas: 


A. Implement “Law of Agriculture” and “Law for Promo- 
tion of Agricultural Technology” and increase supervi- 
sion for law enforcement. Since their promulgation, 
government and agricultural organs at all levels have 
made great efforts to publicize and enforce the above 
two laws. However, judging from the current situation, 
publicity and enforcement are still inadequate. In 
addition to agricultural departments making further 
efforts we should, in accordance with the demand of 
popularizing the legal system and under the leadership 
of people’s congress and government organs at all 
levels, make greater efforts to publicize and enforce the 
above two laws to ensure that there are laws to follow 
and rules to apply in agricultural work. 


B. Readjust and optimize the industrial structure of agri- 
culture. Since the reform and opening up, the agricul- 
tural structure of Guizhou Province has been changing 
continuously. Judging from the composition of gross 
agricultural output value in 1978 and 1992, the crop 
planting industry has declined by 14 percentage points, 
animal husbandry increased by 11.6 percentage points, 
and fishery increased by 0.3 percentage points. The 
readjustment of agricultural structure should be 
focused on the development of animal husbandry, 
aquatic breeding, high-return cash crops, forestry, 
orchards, township enterprises, and rural sideline pro- 
duction. To readjust the structure of the crop-planting 
industry we should, under the prerequisite of guaran- 
teeing the steady increase of grain production, vigor- 
ously promote the diversified economy, and develop in 
light of local conditions, garden products such as tea, 
mulberry, fruits, and herbs for medicine. Steadily 
increasing autumn grain, we should speed up the 
production of summer grain and continue to increase 
the ratio of summer grain to the total grain output. 


To readjust the structure of animal husbandry, we should 
mainly proceed from the characteristic that Guizhou 
Province has both farm and meadow type animal hus- 
bandry, steadily develop the production of live hogs 
pursuant to market demand, vigorously develop cattle, 
sheep, and rabbits, accelerate the development of poultry, 
and gradually establish a mix of animals which help save 
grain, eat grass, and can be sold as commodities. At the 
same time, we should also develop the sources of famous 
and precious brands such as fragrant pigs and ducks and 
special kinds of cash animals. The focus of live hog 
production is to increase the slaughter and commodity 





rates and develop the production of hogs with lean meat. 
Plant-eating animals should be focused mainly on cattle 
and sheep to increase the ratio of beef, mutton, and 
poultry in meat. The aquatic industry needs to mainly 
promote fish breeding in suburban areas and rice fields, 
vigorously develop netted box fishery, concentrate on 
per-mu yield, develop famous, special, and quality 
aquatic products, and increase the ratio of high-quality 
aquatic products. 


. Accelerate the construction of bases for commodity 


production and carry out various agricultural 
projects. 


Commodity production bases are concentrated in one 
area and connected to one another. Their production 
and management are on a fairly large scale which is 
conducive to the popularization of technology. Such 
bases also have a high commodity rate, better invest- 
ment returns, greater promotional effect, a clear 
demonstrative function, and the economy of scale. 
They are a good way to increase the productivity and 
commodity rate of agricultural products in Guizhou 
Province. In 1944, the crop-planting industry should 
mainly do a good job in 4 counties and cities which 
have been designated as commodity grain bases, 
including Bijie, 23 counties whose grain production is 
funded with special grain production funds, and 9 
major grain producing counties which have applied 
for state assistance, including Zunyi. Efforts should be 
made to ensure a good job in the construction of bases 
for flue-cured tobacco, rape, and crop seeds. 


Animal husbandry mainly needs to concentrate on 
three sets of 12 projects. They are namely, 12 bases for 
commodity cattle (sheep), including Wuchuan and 
Zhijin, 12 bases for commodity hogs with lean meat, 
including Zunyi and Meitan, and |2 ensilage and 
ammoniation livestock breeding bases, including 
Wuchuan and Xiuwen. The output value of these 
bases should reach the scale of 100 million yuan. 
Fishery should mainly focus on building commodity 
fish bases in the suburbs of Guiyang and other cities to 
effectively increase the output of fish products. 


Guizhou Province should continue to carry out 
throughout the province bumper harvest plans. the 
Spark Plan, high-yield demonstration projects, and 
other high-efficiency demonstration projects such as 
double key-link field, ton-grain field (soil), and dou- 
ble-thousand field. In 1994, efforts should be made to 
do a good job in the high-yield demonstration project 
of 500,000 mu wheat field in seven counties including 
Xiuwen and Meitan and the high-yield demonstration 
project of 500,000 mu rape field in seven counties 
including Anshun and Xifeng. 


D. Vigorously apply science and technology to 


agriculture and actively promote useful agricultural 
technology. 


In 1994, the following useful agricultural technologies 
will be popularized. “Three hybrid varietres” will be 
popularized over a large area. Some 8.5 million mu of 
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hybrid rice, 6.5 million mu of hybrid corn, and 2 
million mu of hybrid rape will be planted. Some 6.5 
million mu of dryland will be planted using the 
multi-harvest rotational system. Some 4 million mu of 
hybrid rice will be cultivated using the leaf age pattern 
cultivation method. The technology for comprehen- 
sive improvement of soil for medium and low yield 
fields will be popularized. We should improve the soil 
for 500,000 mu of medium and low yield fields, plant 
5.5 million mu of green manure crop, use the semi- 
dryland cultivation and comprehensive utilization 
technology to transform 800,000 mu of barren land, 
and to promote rational crop fertilizing technology. 
We should conduct soil test and use it as a basis for 
formulating fertilizer for 15 million mu, popularize 
trace element fertilizer for 3 million mu, and promote 
the comprehensive technology to prevent plant and 
animal diseases and insect pests. Plant disease preven- 
tion technology should be applied to over 80 percent 
of infected area, and over 70 percent of animals 
should be inoculated. The comprehensive hog-raising 
technique of “two promotion’s and five reform’s” 
should be applied to over 40 percent of farms. With 
regard to the ensilage and ammoniation technique, 
Guizhou Province should have 300 million kg of 
compost made of ensiled and ammoniated straw and 
stalks. With regards to precision breeding and high 
yield fish breeding techniques, Guizhou Province 
should breed fish in 1.7 million mu of rice paddies, 
500,900 mu of netted boxes, and 200,000 mu of 
high-density running water. 


. Stabilize and improve the agricultural technology 
promotion system and support the development of 
specialized service organizations run by local people. 
In view of the unstable condition of current agricul- 
tural technology promotion teams, we should do a 
good job mainly in the following areas: First, we 
should stabilize organizations and contingents in 
accordance with the guidelines of the National Agri- 
cultural Work Conference, adopt measures under the 
leadership of party and government organs at all 
levels to improve working and living conditions for 
agricultural technicians, and speed up the “three 
stability’s” work of three stations in townships and 
towns. Second, beginning in 1993 the provincial trea- 
sury should set aside 3 million yuan each year for 3 
consecutive years with matching contribution from 
prefectural and county treasury departments for use 
in the construction of “three stations” in townships 
and towns. All levels should do a good job in man- 
aging such funds to ensure fulfillment of construction 
tasks. Third, correct guidance should be given to 
agricultural and animal husbandry departments at all 
levels to establish service entities, increase service 
items, and enhance economic strength. Various kinds 
of associations run by the local people in rural areas, 


JPRS-CAR-94-37 
17 June 1994 


which are a reinforcement for socialized service of 
agriculture, are relatively weak in Guizhou Province. 
Agricultural and animal husbandry departments at all 
levels should do a good job in research in this area, 
conscientiously sum up experience, and vigorously 
encourage and support their development. 


. Cultivate and build an agricultural market system. In 


1994, focus should be placed on guiding and helping 
local development and circulation organizations, cul- 
tivating product market, and developing productive 
factors markets, enabling individual small production 
households to be linked to large markets and partici- 
pate in market competition. The main methods are: 1) 
Increase the service function of rural economic orga 
nizations and encourage peasants to participate ir 
circulation. 2) Develop organizations which integrate 
production, supply, marketing, breeding, planting, 
processing. trade, industry, and agriculture. 3) Use 
production bases and state-run farms and pastoral 
areas and township enterprises as a basis to organize 
production and marketing complexes. 4) Organize 
and build enterprise groups for pillar industries or 
products. On the basis of primary markets and cen- 
tering around product markets, we should build a 
market system using fairs as its network, including 
various specialized and wholesale markets. With 
regards to the development of productive factors 
markets, we should focus on guiding the construction 
of money, labor, and technology markets. 


. Vitalize state-owned agricultural enterprises and vig- 


orously develop the export-oriented economy. State- 
owned agricultural enterprises in Guizhou Province 
currently suffer from such problems as rigid manage- 
ment mechanisms, poor market adapta vility, and low 
economic returns. The main measure to quickly 
improve such situations is to increase reform efforts, 
properly and fully utilize existing policies to increase 
management returns through the methods of leasing, 
renting, share-holding, and cooperation. Guizhou 
Province has made definite achievements in foreign 
economic relations in agriculture in recent years. It 
has established friendly relations and started tech- 
nical and economic cooperation projects with over 20 
countries and areas. Since the reform and opening up, 
Guizhou Province has absorbed and utilized over 
200 million yuan renminbi of foreign investment. In 
1994, Guizhou Province will continue to absorb 
foreign investment and expand the scale of foreign 
fund utilization. 


. Make conscientious efforts to reduce peasants’ 


burden. Guizhou Province has made definite 
achievements in this regard. In 1994, it will make 
further efforts to conscientiously implement the 
guidelines of state and provincial documents 
regarding reducing peasants’ burdens and ensure that 
peasants’ legal rights are protected. 
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Sichuan Grain Contract, Reserve Tasks for 1994 


94CE0521N Beijing JINGJI RIBAO in Chinese 
21 Apr 94 p 2 


[Summary] In 1994 the grain contract purchase amount is 
3.51 billion kilograms, and for rapeseeds 550 million kik- 
grams; in addition Sichuan will purchase 2.5 billion kilo- 
grams of grain and 275 million kilograms of rapeseeds from 
the market. Sichuan will also concentrate on setting up grain 
reserves at the provincial, prefecture and county levels. In 
1994 provincial reserves should total 750 million kilograms, 
and 250 million kilograms at the prefecture and county levels. 


Heilongjiang Report on Peasants Burdens 
94CE0454A Harbin HEILONGJIANG RIBAO in Chinese 
23 Mar 94 p 6 


[Article by Wang Yan (3769 1750): “Rising Trend of 
Heilongjiang Peasant Burdens Starting To Fall"’] 


[Text] We find the burdens assumed by Heilongjiang’s peas- 
ants per capita are beginning to come down, after we had 
tackled the data this past year and straightened them out ina 
comprehensive way. According to an investigative survey of 
the province's 28 towns/counties and 224 villages, the total 
burden assumed by the province's peasants in 1993 averaged 
81.64 yuan per capita, 17.95 yuan less per capita than last 
year, a drop of 18 percentage points. The reasons for this drop 
are due chiefly to the following: 


1) A drop in the tax load. In 1993, the taxes paid by 
Heilongjiang'’s peasants averaged 29.31 yuan per capita, 
1.82 yuan less than the 31.13 yuan per capita for the year 
before, a drop of 5.8 percentage points. Included in this is 
the agriculture tax of 26.36 yuan per capita, which also 
showed a drop of 1.3 percentage points over the year 
before. 


2) A drop in collective retention. In 1993, Heilongjiang’s 
peasants paid a retention fee of 28.75 yuan per capita, 
4.90 yuan less than the 33.82 yuan per capita for the year 
before, a drop of 14.5 percentage points. 


3) A drop in the overall planning fee. In 1933, the overall 
planning fee assumed by Heilongjiang’s peasants was 
13.98 yuan per capita, 0.92 yuan less that 14.90 yuan per 
capita for the year before. Of this figure, 8.05 yuan per 
capita was earmarked for public and welfare benefits 
such as education, family planning, elderly pensions etc., 
0.17 yuan less than that for the year before. 
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4) A 55.12 percent drop in the apportionment fee. In 1993, 
Heilongjiang’s peasants paid 8.86 yuan per capita in 
apportionment fines, a reduction of 0.88 yuan per capita 
over last year’s 9.74 yuan, a drop of 55.1 percentage 
points. Of this, an arbitrary apportionment fee of 0.63 
yuan designated for peasant services dropped 43.2 per- 
centage points over that allowed last year. 


While a common effort by Heilongjiang’s government at all 
levels to control the excessive tax burden assumed by its 
peasants obtained certain results, the responsibility faced by 
the government at all levels is still awesome. According to 
incomplete statistics, the provincial rural collective finan- 
cial strength is still quite weak, with a per capita debt of 
53,000 yuan, and carrying loans [tai kuan 2127 2949] of 
37,000 yuan per capita. This situation will necessarily slow 
down the drop in peasant burdens, and poses the hidden 
danger of increasing peasant burdens. 


Zhejiang Spring Crop Area 
94CE0521W Hangzhou ZHEJIANG RIBAO in Chinese 
23 Apr 94 pl 


[Summary] In 1994 the spring soybean, corn, potatoe, and 
vegetable area in Zhejiang Province is 3,725,800 mu, a 12.7 
percent increase over 1993. 


Heilongjiang Tobacco Exports 


94CE0521X Harbin HEILONGJIANG RIBAO in Chinese 
20 May 94 p 1 


[Summary] In the first quarter of 1994 Heilongjiang Prov- 
ince exported 3289.48 tons of tobacco, a 30.46 fold increase 
over the 108 tons exported in the same period in 1993. 


Ministry of Internal Trade Stabilizes Sugar Market 


94CE0521S Beijing ZHONGHUA DISAN CHANYE 
BAO in Chinese 16 May 94 p 7 


[Summary] Recently the Ministry of Internal Trade con- 
vened a meeting with circulation department leaders from 
Guandong, Guangxi, Yunnan, Beijing, Tianjin, Shanghai, 
Shandong, Sichuan and Liaoning, and the president of the 
Sugar and Alcohol Corporation in order to adopt swift and 
vigorous measures to stabilize sugar prices. 


The government will immediately place some sugar reserves 
on the market to stabilize prices. Localities and enterprises 
will sell current sugar stocks to support a rational price level. 
The meeting decided to decrease the current spot price of 
first-grade granulated sugar from sugar-producing regions in 
the south from 3500-3600 yuan to 3000-3200 yuan per ton. 
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The government will put 300,000 tons of sugar reserves on 
the market. The amount of the first batch of reserves are: 
Shanghai 6,000 tons, Sichuan 7,000 tons, Tianjin 5,000 tons, 
Shandong 20,000 tons, Liaoning 10,000 tons, Beijing 10,000 
tons, and Jiangsu 15,000 tons. The amount of the second 
batch of reserves will be based on the market situation. 


Shandong Rural Savings 


94CE0521Y Beijing GONGSHANG SHIBAO in Chinese 
19 May 94 p 2 


[Summary] At the end of April rural saving deposits in 
agricultural banks and rural credit cooperatives in Shan- 
dong Province totaled 60.439 billion yuan, an increase of 
6.34 billion yuan over the beginning of 1994, and an 
increase of 5.3 billion yuan over the same period in 1993. By 
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the end of April agricultural banks and rural credit cooper- 
atives had allocated 21.31 billion yuan in loans to support 
rural economic development. 


Sichuan Cotton Area 
94CE0551A Chengdu SICHUAN JINGJI RIBAO 
in Chinese 8 Jun 94 p 1 


[Summary] In 1994 the cotton area is 136,260 hectares, a 
net increase of 4,313 hectares, or 3 percent over 1993. 


Henan Summer Grain Output 


94CE0521T Beijing JINGJI CANKAO BAO in Chinese 
3 Jun 94 pl 


[Summary] Estimated gross output of summer grain in 
Henan Province is 18 billion kilograms. The wheat area 
exceeds 72 million mu. 
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Ist Quarter Investment Exceeds $200 Million 


94CE0518B Taipei CHING-CHI JIH-PAO in Chinese 
8 May 94 p 2 


[Article by reporters Liu sheng-fen (0491 5110 5358) and 
Cheng Chang-yu (2052 4545 3842) in Taipei: “Taiwan 
Businessmen’s Enthusiasm Unabated in Investing on Main- 
land”—First Quarter Investments Totaling 314 Projects 
and Exceeding US$200 Million; Tientsin Is Among the Top 
Five Most Popular Areas*] 


[Text] The enthusiasm of Taiwan’s businessmen to invest in 
the mainland remains unabated. The Investment Commis- 
sion of the Economics Ministry announced yesterday (7 
May) that as of the end of the first quarter of 1994, more 
than 10,000 applications from Taiwan’s businesses to invest 
in the mainland have been approved with the total amount 
of investments exceeding US$3.8 billion in value. Tientsin 
has, for the first time, squeezed itself into the top five most 
popular areas. Investments in the manufacture of basic 
metal products are expected to increase. 


According to statistics announced by the Investment Com- 
mission yesterday, 314 projects for indirect investment in 
the mainland were approved by the government with a total 
amount of investments reaching US$246 million in value. 
This has brought the total number of approved projects, by 
the government, investing in the mainland to over 10,000 
and the total amount of investments to US$3.836 billion. 
The investments are mainly made by Taiwan's businesses 
for the manufacture of electric and electronic products, 
plastic wares, food, beverages. precision machinery and 
basic metal products in the mainiand. 


The Investment Commission admitted that the statistics 
showed that Taiwan's businessmen’s enthusiasm to invest 
in the mainland remained unabated. However, the govern- 
ment has adopted measures to cool off the across-Straits 
exchanges under the influence of the Chientaohu Incident. 
The April meeting to examine special cases involving invest- 
ments in the mainland was called off. As for the schedule to 
resume this meeting, the Investment Commission said that 
it was a matter of policy and that it was waiting for further 
instructions. 


The statistics compiled by the Investment Commission 
showed that Shanghai remained the most favorable spot on 
the mainland for Taiwan's businesses to make investments. 
Tungwan of Kwangtung ranked second; and Shenchen took 
third. For the first time, the city of Tientsin squeezed itself 
into the rankings to take fourth. Amoy ranked fifth. 


A large amount of investments went to the manufacturing of 
basic metal products amounting to US$51.59 million in 
value. As for the number of projects, as many as 48 projects 
approved were in the manufacture of electric and electronic 
appliances and products. 


Apparently the aforementioned figure announced by the 
Investment Commission sharply differs from the US$10 
billion quoted by the mainland source as the total amount of 
Taiwan businessmen’s investments there. The Investment 
Commission believes that the figure quoted by the mainland 
source may possibly include the amount of investments that 
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the Taiwan businesses had preliminarily promised to make. 
As for the credibility of the figure revealed by the Invest- 
ment Commission, the commission pointed out that since 
last year when Taiwan businesses with investments in the 
mainland were asked to register once again, the majority of 
them had complied with the request. Thus, the figures 
should be quite reliable. 


However, an official of the Investment Commission pointed 
out: Many entrepreneurs with investments in the mainland 
have failed to register themselves for their mainland invest- 
ments and their cases were reported to the authorities by 
other businessmen. Scores of such cases were handled by the 
Investment Commission. Huang Ching-tang, head of the 
commission, said that the commission will check and verify 
the cases. If they are found to be true, these entrepreneurs 
will be fined between 3 million and 15 million yuan in 
accordance with the Regulation on Relations Between 
Peoples Across the Straits. 


Editorial on Exports, Economic Situation 
94CE0518A Taipei CHING-CHI1 JIH-PAO in Chinese 
6 May 94 p2 


{Editorial: “Analyzing Current Economic Situation”] 


[Text] The domestic economic situation has been abnormal 
since the beginning of the year. The general economic 
outlook to change for the better has not appeared. Hsueh 
Chi, Deputy Director of the Council for Economic Planning 
and Development, not long ago described the current eco- 
nomic situation as “strange.” He pointed out the following 
four particular situations in the economic sphere at present. 


(1) The global economy is gradually recovering, but our 
exports show no momentum. Our exports during the 
first quarter this year only registered a growth rate of 0.4 
percent over the same period last year. Taiwan found 
itself trailing others among Asia’s four little dragons. 
This was quite unusual. 


(2) The export orders during the last quarter of 1993 posted 
an annual growth rate of 4.9 percent. It can often be 
used to predict the figure for the first quarter of this 
year. Although it was not high, it should be much better 
than the 0.4 percent rate of growth for the first quarter 
of 1994. 


(3) The exports during the first quarter this year were at the 
lowest level since the third quarter of 1990, but the 
industrial production index rose 5.9 percent, which ts 
the highest since 1992. If there are weaker demands 
abroad, how can our industrial production maintain a 
higher rate of growth? 


(4) Our textile industry received 20 percent more export 
orders in March this year. If our textile mills, a large 
number of which had already moved out, can still 
receive more export orders, why are other industries less 
competitive? 


If we carefully analyze the data regarding the four particular 
situations pointed out by Hsueh Chi, we will understand the 
reasons. 
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Let us take item two as an example. The growth rate of 
export orders is greater than that of actual exports. That was 
not something which only began from the first quarter of 
this year. It happened two years ago. This is apparently the 
result of orders being sent to Taiwan, while goods were 
shipped out from the mainland. 


The third item is that Taiwan is still able to maintain a high 
rate of growth in industrial production, while there are less 
demands abroad. If we divide the manufacturing industry 
into two major categories—the heavy industry and the light 
industry, our labor-intensive export industry belongs to 
light industry. The growth rate of light industry during the 
first quarter this year is merely 0.7 percent. Apparently this 
is the result of sluggish exports. However, the heavy 
industry registered a growth rate of 8.8 percent, which were 
mainly composed of products made of basic metal and 
nonmetallic mineral as well as petrochemical products 
mainly for the domestic market. Products of the first two 
categories are mainly related to major engineering and 
housing projects. That means the percentage of manufac- 
tured products for domestic consumption increased. 


As for the fourth item, we must first understand how our 
textile industry is relocating its assembly lines out of Taiwan 
before we study the issue of why this industry of ours may 
register a high rate of growth in export orders. Most of the 
assembly lines of the labor-intensive dress and clothing 
industry have moved out, but only a limited number of 
cotton yarn manufacturing mills which need a great deal of 
capital are still in Taiwan. Most of them have improved 
their production quality and become automated. The relo- 
cation of the downstream processing industry has brought 
about the sustained growth in the export of cotton yarn. For 
example, the export of garments reached a peak of $4.4 
billion in 1987, but dropped to $2.8 billion in 1993, suf- 
fering a decline of $1.6 billion. However, the export of 
cotton yarn rose from $2.8 billion in 1987 to $7.4 billion in 
1993, marking an increase of $2.8 billion and far exceeding 
the decline in the garment export industry. The export of 
cotton yarn during the first quarter this year was 16.3 
percent higher than that of the same period last year. 
Therefore, the large increase in export orders for textile 
products 1s truly connected with the relocation of cotton 
mills. However, there 1s no doubt that the relocation of the 
downstream mills has caused the increase in exports for the 
upstream cotton yarn. 


The issue concerning item one that the global economy ts 
gradually recovering, but the fact that our exports show no 
momentum merits attention. In our 25 March editorial, 
entitled: “Seize the Opportunity of U.S. Economic 
Recovery To Create Better Achievements,” we had issued a 
warning and reminded our businessmen in the textile 
industry of our need to increase the exports of some of our 
products which are still quite competitive in the U.S. market 
just like what we did about 10 years ago when the United 
States was recovering from its economic recession. We had 
also analyzed the effects in relocating our labor-intensive 
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industries in the past six to seven years. Such relocation has 
made the export of labor-intensive products such as garment 
and shoes decline on a large scale. However, our total 
volume of exports still registered an satisfactory growth 
despite the world economic slowdown. We discovered that 
there are two reasons for this. On the one hand, the trade 
effects caused by our investments abroad have driven up the 
exports of our production facilities, raw material and sems- 
finished products and parts from Taiwan, while on the other 
hand, businessmen in Taiwan have adjusted themselves well 
by investing more in the manufacture of technology- 
intensive products. Thus, in the past six years with the 
exception of 1990, double-digit growth was reported in the 
export of technology-intensive electronic components, com- 
puters, communication equipment, machinery, electric 
motors and means of transportation. Such growth not only 
makes up the decline in the export of labor-intensive prod- 
ucts, but also helps maintain the appropriate growth in the 
total value of exports. In addition, it also helps rapidly 
readjust the industrial structure. However, during the first 
quarter in 1994 when the exports of labor-intensive prod- 
ucts continuously dropped, the rate of growth in the export 
of technology-intensive products dropped to 4 percent from 
its usual double-digit growth in the past six years. It only 
makes up the decline in the export of labor-intensive prod- 
ucts, but fails to maintain the growth in the total value of 
exports. Why is that? We can study this issue from two 
different angles: 


1. From the point of view of the supply, ts it possible that 
lack of investments in the manufacturing industry has 
made the technology-intensive products less competitive 
in the export market and thus greatly lowered the growth 
rate? 


2. If we analyze this issue from the point of view of 
demand, we find that in making investments abroad, 
particularly in the mainland, Taiwan has shifted from 
labor-intensive to capital- and technology-intensive man- 
ufacturing. When the factories are completed one after 
another, they would be able to produce some production 
facilities, parts and components and some types of raw 
materials themselves without having to import them 
from Taiwan. Would that cause an import-substitution 
effect? 


If we cannot tackle this issue and make improvements in a 
timely manner, 1t would have an extremely adverse impact 
on Taiwan's current and future economic situation. If we 
fail to seize this favorable opportunity at a time when the 
world’s economy is recovering, it is possible that Taiwan's 
ranking in exports will drop from the 12th to the I3th 
behind Korea or even to the 14th behind Singapore to find 
itself at the tail of Asia's four little dragons. Moreover, if 
Taiwan fails to maintain an adequate growth in exports, its 
trade may go from a surplus to a deficit under the pressure 
of the GATT entry. All this would shake our nation’s strong 
position in handling economic affairs and trading in the 
world. This issue merits the attention of our highest author- 
ities. They need to take immediate action to rectify this 
situation. 
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Article Views Economic Development in South, West 
94CE0329A Hong Kong CHIU-SHIH NIEN-TAI [THE 
NINETIES] in Chinese No 2, Feb 94 pp 50-51 


[Article by Nan Fangshuo (0589 2455 2592): “Go West? Go 
South? Official Policy Too Tangled To Unravel’’} 


[Text] In the 1990s, the situation of the entire Asia-Pacific 
region has on the whole changed, and the Chinese main- 
land and the six countries of the Association of Southeast 
Asian Nations [ASEAN] have seemed determined to 
become the two great axes of the future economic order in 
Asia. Recently there has also been talk of the emergence of 
a number of secondary structures revoiving around these 
two great axes, including various economic blocs and 
cooperative development plans. 


So it is that at a time when the Asian economic system is 
entering into a period of reorganization, Taiwan, when it 
comes to key questions such as the orientation of its own 
role, and the place it will occupy in the future order, appears 
more and more confused. Therefore, mutual contradictions 
emerge from approaches such as suddenly “going south,” 
suddenly “going west,” or suddenly wanting to develop 
Hainan Island, and political and economic considerations 
become too tangled up to unravel. 


“Going South” Means Losing a Great Deal and 
Receiving Scant Benefits 


The “southward policy” originated in March of last year, 
and its goal, in view of the fact that the enthusiasm of 
Taiwan businessmen for the mainland is on the ascendant, 
is to avoid vis-a-vis the mainland excessive reliance on 
political bargaining chips which can be lost, and successfully 
adopt a policy of distributed investment in Southeast Asia. 
In order to “go south,” Taiwan is anxious to arrange 
investment guarantees with Southeast Asia countries and 
avoid dual tax agreements, and has established two invest- 
ment groups for Vietnam and Batam Island, Indonesia, and 
converted party-owned and state-owned corporations with 
investment names have gone to South Vietnam, Papua New 
Guinea, and even Subic Bay in the Philippines, preparing to 
invest in developing industrial zones. “Going south”’ has 
brought about a situation that has surprised people, with 
Taiwan businesses investing more than $2 billion in 
Vietnam. 


Nevertheless, this “going south” seems as if it involves 
losing a lot with little to be gained. First, from a long-term 
point of view, “going south” could allow Taiwan to enter a 
future “ASEAN Free Trade Zone,” and thereby open up 
markets. But the bloc mentality of the ASEAN countries is 
strong, and the proposed “ASEAN Free Trade Zone”’ and 
the ‘“‘mutual preferential tariffs” among member countries 
would not be extended to countries outside the region. For 
this reason, even if Taiwan goes all out, there is still no way 
for it to become a dialoguing partner of ASEAN. Second, the 
ASEAN countries have recently been courting Beijing, and 
under the circumstances of this major trend, Taiwan also 
will find it difficult to develop relations with ASEAN. When 
it comes to the real working administrative levels, the 
ASEAN countries’ level of modernization is on the low side, 
and the political and economic aspects of the societies still 
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lack a basic and efficient structure, while when it comes to 
electrical power, they all have insufficient quantities, not to 
mention the issue of the kidnapping and blackmailing of 
Chinese businessmen in the Philippines and the exclusion of 
Chinese in Indonesia and Malaysia. It is also precisely 
because of this that even though Taiwan businessmen take 
the policy lead, and for a time no small number of investors 
have been going to all the countries of Southeast Asia, at 
present this trend has shown a marked decline. 


“Vacation Diplomacy” and Changing Policy Directions 


Hence Taiwan’s avid promotion over the past year of a “go 
south policy” in fact can also be seen in the light of the 
discussion over this same period of the movement to 
“reenter the United Nations,” and the proposal for a 
“staged unification of the two China's.” It also may be said 
that “going south” seems to be a by-product of the staged 
“two China’s” policy, with the hope that having penetrated 
the south it will be possible economically to maintain 
long-term relations with the Chinese mainland. 


Nevertheless, at a time when the reputation of the “south- 
ward” policy has not yet become tarnished, it is possible 
that because “going south” will not be successful, while on 
the one hand the Chinese mainland has become a focal 
point for investment by countries all over the world, and on 
the other the United Nations General Secretary also clearly 
does not support Taiwan entering the UN, that Taiwan this 
year may also start to change its policy. 


On 5 January, Executive Yuan head Lien Chan engaged in 
“vacation diplomacy” with Singapore's Prime Minister 
Goh Chok Tong over breakfast, reaching a common under- 
standing to jointly form a company, with Taiwan providing 
money, and Singapore providing personnel, to jointly 
develop Hainan Island. 


On the same day (5 January), the Council on Economic 
Planning and Development (CEPD) drafted a “go west” 
strategy, which would link Taiwan up with the mainland to 
form an “economic alliance”: linking western Taiwan with 
the three areas of Shanghai, Xiamen, and Guangzhou to 
form a fan-shaped industrial complementary zone; at the 
same time, Taiwan, Hong Kong, and Shanghai would be 
linked to form an integrated system with division of labor 
involving development, management, and manufacturing. 


On 6 January, CEPD Deputy Director Chen Chi (7115 
3823) stated that he would immediately propose that Hong 
Kong be taken off the list, and that the strategy be changed 
to have Taipei, Shanghai, and Singapore enter into finan- 
cial, technological, shipping, and labor exchanges, coming 
together to form an Asia- Pacific region operated “Golden 
Triangle.” Because Singapore replaced Hong Kong, Taipei 
suddenly seemed to be stretched across two regions, west 
and south. 


This new concept, is not “go south” or “go west,” or that 
“going west is contained in going south,” rather it is “going 
west” and “going south” at the same time. Therefore, this is 
where the confusion of the people of Taiwan stems from. 
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Policy Contradictions Puzzle People 


First, isn't our policy, after all, both to “go south” and to “go 
west?” Originally, “going south” was the opposite of “going 
west,” and the goal was to reduce economic links with the 
mainland, but “going west” then strengthens this relation- 
ship. For this reason, “going west” originally could not 
coexist with “going south.” 


Second, as for Taiwan cooperating with Singapore to 
develop Hainan, people say there is no harm tn it, but the 
problem is that Taiwan businessmen early on had already 
been through a “Hainan Island craze,” but due to the fact 
that Hainan both lacks a market, and does not have a good 
basic infrastructure. up to now the total investment has not 
exceeded $30 million. Businessmen are not going to invest 
for objective economic reasons. And secondly. in Taiwan's 
cooperation with Singapore. Taiwan is putting up the 
money, and Singapore is putting up the people; this type of 
arrangement is very dubious, because while Singapore's 
fortc is management, when it comes to agriculture and 
mining type industries it has very little experience. In the 
final analysis what 1s so special about the linking up of 
Taiwan and Singapore? 


Third, any three sided cooperative development requires 
good conformity of funds, technology, people and the 
market with the political and economic atmosphere, and 
when it comes to this aspect, what sort of skill do Taiwan 
and Singapore bring to the problem? How will they be able 
to reach a common understanding with the mainland? As 
for the “Golden Triangle” to be drawn between Shanghai, 
Singapore, and Taipei. this ts even more unrealistic. There 
are no communications, banking. or personnel links 
between Taipei and Shanghai, so how can this triangle be 
formed? 


With Such an Outcome, No Going South, No Going West 


Hence, with this tangle of “going south” and “going west,” 
a reasonable conjecture under the current circumstances 
where “going south” will not work and Taiwan does not 
dare to “go west.” should be that there 1s a singular 
compromise. Currently between the two sides of the 
straights there 1s no investment guarantee agreement, and so 
Singapore must be temporarily borrowed as a shield. Nev- 
ertheless, by the time the CPC has independent guarantee 
stipulations for Taiwan, whether or not Taiwan businesses 
will pass through Singapore, and register each company, ts 
doubtful. In this manner, with many hidden costs, it will 
also make Taiwan's complete journey west even more 
difficult to develop. Go west? Go south? I am only afraid 
that in this continuing tangle, Taiwan will lose even more 
bargaining chips. 


As long as Taiwan runs into problems with the mainland, it 
will promptly feel at a loss as to what to do. Over the past ten 
years, Taiwan businesses, under a situation where the gov- 
ernment was at a lost as to what to do, had no procedures for 
investing in the mainland, and the government only put 
forward “overheating.” “cooling.” and industrial hollowiz- 
ation [kongdonghua] negative type proposals, and did not 
have a very active strategy. This blind “go west” strategy has 
on the contrary provided CPC officials with a “draw in the 
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people, depreciate officials” strategic space. In fact, Taiwan 
businesses have not made mistakes, the mistake 1s that the 
government has been stuck 1n the quick sand of “unification 
or independence.” 


For this reason, the tangle of “going south” or “going west” 
1s murky, and the only explanation is that Taiwan basically 
has no policy. 


Joint Venture in Hainan Dubious 
94CE0329B Hong Kong CHIU-SHIH NIEN-TAIL [THE 
NINETIES] in Chinese No 2, Feb 94 pp 52-53 


[Article by Li Yi (2621 1837) entitled: “A Strong Political 
Boost Behind Economic Cooperation Between the Main- 
land and Taiwan: Dissecting Taiwan Mainland Cooperation 
on Investment in Hainan”] 


[Text] Taiwan has decided to form a joint corporation with 
Singapore to invest in the development of Hainan Island. 
This plan on the surface appears to be an economic one. but 
in reality the background behind this plan has an important 
political content. And the CPC. because it agreed to this 
plan, also 1s considering countermoves. Behind the CPC's 
attraction of investment also lies a certain political purpose. 


The plan for Taiwan businesses to invest in Hainan goes 
under the name of economic cooperation, and ts also a 
political boost for both sides of the straights. . 


Highlighting Taiwan's Position as a “Sovereign Country” 


In confronting the swarm of Taiwanese businessmen 
recently entering the mainland market, Taiwan authorities 
have consistently been apprehensive that too many Taiwan 
businesses are being drawn into economic trade activity, 
and that this constitutes a non-governmental! force among 
the people that would tie down the policies of mainland 
authorities. For example, with the “three connections” issue 
[China, Taiwan, commerce, postal communications, and air 
and sea transport], Taiwan officials recently also have been 
subjected to every kind of pressure, because Taiwan busi- 
nesses generally demand direct “open air traffic.” and direct 
“open business dealings,” causing the authorities much 
difficulty in holding fast under the established conditions 
(the CPC must renounce the use of force against Taiwan and 
give Taiwan international space), allowing the “guiding 
principle of unification of the country” to enter into an 
intermediate state, and permitting the state of the “three 
connections.” 


What meaning does making Ta:wan business investment in 
the mainland transcend relations between the two sides 
endow to international investment? This is the mayor task 
for Taiwan officials doing all they can to implement the 
policies of “the two sides as reciprocal political entities and 
a “staged two China's.” For this reason, Singapore was 
brought into the picture, and the formation of a joint 
corporation for the joint development of Hainan’s tour 
natural resources of oil, natural gas, minerals, and tourism, 
has become an important measure. This plan has Taiwan 
putting up funds, Singapore providing the name and per- 
sonnel, and in reality is based primarily on putting up the 
name. In this manner, this natural resource sector among 
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Taiwan's investments in the mainland, which touches on 
Taiwan's economic lifelines, constitutes an international 
investment, and avoids the situation where the CPC in the 
future could nationalize Taiwan's source of oil, even as it 
achieves a certain political purpose. 


Taiwan business investment in the mainland has changed to 
become an international investment, and also highlights 
Taiwan's position as a sovereign country. This is beneficial 
to Taiwan's expansion of its international space, to defeat of 
the CPC's attempts to isolate Taiwan internationally, and to 
promote the policy of “two China's by stages.” 


Another important factor 1s that Taiwan and the mainland 
until now, as a result of the sovereignty issue and failure to 
agree to an accord on guaranteeing investment, have also 
not yet agreed to an accord on mutual exemption from 
rental taxes. But Singapore has separately concluded 
accords with the mainland and Taiwan on investment 
guarantees and mutual exemption from rental taxes. With 
this type of investment in a major projects (the development 
of oil, natural gas, and mineral natural resources), Taiwan 
businesses also require an accord on guarantees. Using a 
Singaporean corporation’s name, of course, is quite a good 
option. 


CPC Strengthens Its Economic Leverage Over Taiwan 


From the CPC's point of view, the new CPC document on 
Taiwan policy of early this year shows that the CPC's three 
principles towards Taiwan have not yet changed. These 
three principle are: the one China principle, the principle of 
not undertaking to abandon the use of force against Taiwan, 
and in terms of international space, the principle of con- 
tinuing to restrict Tarwan’s activities. 


The principle of the use of force against Taiwan ts only a 
threat of force, and has no meaning in terms of guiding 
current actions. What is really guiding present actions 
internationally is the continuation of the use of the “one 
China” policy to oppose Taiwan's policy of “two Chinas by 
stages,’ and in this way restricting Taiwan's international 
room to maneuver. 


Because of changes within Taiwan's internal political situa- 
tion, there is more and more tendency to have a regular 
posture vis-a-vis the mainland. Hence, the State Council's 
Taiwan Affairs Office Director Wang Zhaoguo [3769 0340 
948], in an early January public speech, also changed from 
the past’s emphasis on unification as the main task, “placing 
hope on Taiwan authorities, and also placing hope on the 
people of Taiwan,” to “placing hope on Taiwan authorities, 
and placing even more hope on the people of Taiwan.” It 
should also be said that the CPC has strengthened its 
people-to-people “work” vis-a-vis Taiwan, and created a 
posture of “having the peopl pressure the authorities.” 


Under the premise of confronting the changes in Taiwan's 
political situation and the coordination of the three princi- 
ples, the focal point of the CPC’s work on Taiwan has been 
determined: economically, leverage over Taiwan, in mili- 
tary affairs, pressure on Taiwan, and internationally, 
restricting Taiwan. 
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Of these, economically gaining leverage over Taiwan means 
attracting Taiwan businesses to invest in the mainland. This, 
on the one hand stems from the requirements of the main- 
land's economic development, and on the other also increases 
the dependence of Taiwan's economy on the mainland. The 
mainiand is large, while Taiwan 1s small, and if the mainland 
lacks investment from Taiwan businesses, then this type of 
risk can be endured; Taiwan, a short time after it forms an 
economic dependence on the mainland, will seem to lack the 
mainland’s market, the mainland’s resources and raw mate- 
rials, and it 1s very possible that Taiwan's authorities could be 
compelled to submit politically. 


This is the political meaning of the CPC economically 
gaining leverage over Taiwan, and Taiwan of course cannot 
but recognize this, and also cannot but protect itself. 


Both Sides Use Political Abacus 


The issue of a guarantee accord for Taiwan investment was 
raised during last year’s April Gu-Wang talks and, at that 
time, because of the “sovereignty issue,” Taiwan was not 
able to consult on a country-to-country guarantee accord 
and the issue was shelved. 


Since this time, the CPC has been more and more eager to 
“economically gain leverage over Taiwan,” and therefore 
has decided to use an internal legislative approach to seek an 
investment guarantee for Taiwan businesses. 


But Taiwan authorities on the contrary have not been as 
ardent in pursuit of a relevant guarantee accord. For this 
reason, if the mainland is using a legislative approach, an 
investment guarantee for Taiwan businesses on the main- 
land is still limited by the “one country” category of the 
relationship between the two sides. Taiwan must seek a 
“two country” or “many country” guarantee, and for this 
reason has decided to promote the plan calling for Taiwan 
Singapore cooperation to develop Hainan. 


When it comes to the plan for Taiwan Singapore coopera- 
tion to develop Hainan, CPC officials on the surface are still 
reticent, and have yet to make known where they stand on 
this issue. It is quite clear that the CPC ts still considering 
the political content of this plan, while locally, particularly 
on Hainan, where activity is already taking place, officials 
are hastily making preparations for large scale investments 
from Taiwan businesses. 


In appraising future CPC countermeasures, in terms of 
large-scale, major projects, the Taiwan Singapore coopera- 
tive development plan will channel this sector cooperation 
into the international investment category. At the same 
time, a large amount of investment will be channeled based 
on major projects and the border investment projects of 
Taiwan businesses; medium and small scale Taiwan busi- 
ness investment projects will be allowed within the category 
of economic cooperation between the two sides of the 
straights. Using the former io spur on the latter, the latter 
then can help to achieve the political goal of “gaining 
economic leverage over Taiwan.” 
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Beijing Keeps Low Profile 
94CE0329C Hong Kong CHIU-SHIH NIEN-TAI [THE 
NINETIES] in Chinese No 2, Feb 94 pp 54-55 


[Article by Cheng Ying (2110 1305) entitled: “Hainan Pays 
Close Attention to Development Trends in Taiwan Singa- 
pore Cooperation’’] 


[Text] Taiwan's Executive Yuan head Lien Chan in early 
January engaged in a week of “vacation diplomacy” in 
Malaysia and Singapore. and at one point became a media 
focal point; the repercussions on Taiwan amounted to 
fervor for investment in Hainan. 


Intensity of Beijing's Reaction Yet To Be Determined 


The diplomatic technique the CPC has used with the upper 
levels of Taiwan's government has reflected a low-key 
approach. CPC officials, through diplomatic personne! sta- 
tioned in Malaysia, lodged protests, but these lacked any 
new content. After the event, Foreign Ministry spokesman 
Wu Jianmin’s statement on where China stands on the issue 
also did not go beyond past statements, but pointed out that 
Lien Chan's so-called “vacation diplomacy” im essence ts a 
new type of flower involving a “diplomacy elastically 
stretching to encompass real affairs.” the goa! of which ts to 
have “two Chinas” and “one China one Taiwan.” He 
expressed China's “resolute opposition” to this approach. 


On 2 January, Lien Chan arrived in Singapore, and the CPC 
adopted an look but not talk approach, perhaps being 
unwilling to cause problems for old frend Lee Kuan Yew. 


The CPC-controlled media remained silent, and Renmin 
Ribao and provincial level party papers did not report any 
news concerning this event. 


However, XINHUA’s “reference dispatch” was different 
than others, and though it never directly published the 
official position, it provided a wide-ranging commentary on 
foreign media reporting and the bent of Taiwan and Hong 
Kong press commentaries, hence it 1s possible to ferret out 
the CPC's attitude on this event. The Hong Kong Taiwan 
edition of the “reference dispatch” for the first 10 days of 
January described Taiwan, and the CHINA TIMES. Joint 
Report, and NEW NEWS reports, editorials, and commen- 
taries related to Lien Chan's visit all paid particular atten- 
tion to Taiwan's “go south policy,” and “go west policy.” 
and the issue of Taiwan Singapore joint investment in 
Hainan became a focal point of commentary. 


Singing the Same Old Tune, Affirming Investment 


Hong Kong's leftist periodicals, though they did no news 
follow up on Lien Chan's trip, after the event (10 days after 
Lien had returned to Taiwan), took a comparatively “offi- 
cial” position, using commentaries to attack Taipet's “vaca- 
tion diplomacy.” not only several steps later than the 
Foreign Ministry statement. but also singing the same old 
tune, with not a shred of anything new. 


Hong Kong's newspaper commentaries, when discussing the 
results of Lien’s visit to Singapore. were also brimming with 
affirmation and admiration. This was al! due to the fact that 
news of Taiwan Singapore cooperation in investing in 
Hainan “has already received the approval of relevant 
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quarters on Taiwan,” and Taiwan authorities “are actively 
appraising the feasibility of this plan.” The commentators 
believe that Lien’s proposal to develop Hainan 1s “imple- 
menting a mainland policy by moving to take the initia- 
tive,” and “there is no doubt that many investment oppor- 
tunities will be provided to Taiwan businesses.” The 
commentaries describe Taiwan business circle figures as 
having the following view on this trend: “it will help in 
bettering relations between the two sides, and develop the 
aspect of mutual benefit.” 


“Association for Economic Promotion” FE stablishment 
Not By Chance 


At the same time as CPC officials are criticizing Taiwan for 
“vacation diplomacy,” and going all out in engaging in a 
“one China, one Taiwan” plot, high level leaders on Hainan 
are not listening to the sounds coming from the center. and 
have made economic circles in Hong Kong and Taiwan 
focus attention on the announcement of the establishment 
of the “Hainan-Tarwan (Hong Kong and Macao) Associa- 
tion for Economic Cooperation” (abbreviated the Associa- 
tion for Economic Cooperation). This sezms to manifest an 
attitude of “you in the ‘center’ talk about political princi- 
ples. and we will talk about economic benefits.” 


This “Association” 1s by no means a makeshift creation of 
the Hainan provincial party committee. Earlier, in May of 
1993. Hainan Governor Ruan Chongwu. during an inter- 
view with the Taiwan media, disclosed that tentative con- 
cept that the province was “strengthening cooperation with 
Taiwan.” In July, concrete appraisals and preparations got 
under way. When the “Association” registered its establish- 
ment, though Taiwan only had two of the fourteen founding 
enterprises (Hainan had eight, and Hong Kong four). the 
provincial Taiwan affairs office had considerable influence 
among the players. 


It was decided to call the association “Hainan Taiwan” and 
not “Hainan, Hong Kong, Taiwan,” a fact that appears to 
have significant import. The provincial Taiwan affairs 
office on its own facilitated the “Association” by stressing it 
1S a “popular organization,” and also indicates that Hainan 
does not wish to reveal its political essence. Vice Governor 
Mao Zhuyun stated that if an enterprise wants to join the 
“Association,” it must first support the unification of the 
“deeply loved motherland.” In sum, Hainan Province. at 
the time it announced the establishment of the “Associa- 
tion,” was clearly indicating that it was unwilling. because of 
central political principles. to abandon the benefits of 
Taiwan business investment in Hainan, and that its 
approach would be different from the way the CPC is 
handling Sino-Brntish relations, which is pinning down 
economic projects, and from the approach six months ago of 
using economic sanctions against France to protest French 
arms sales to Taiwan. 


Provincial Committee Paying Close Attention to 
Effect of Lien Chan 


Lien Chan, when he met in Singapore with Prime Minister 
Goh, proposed the tentative idea of linking hands to 
develop Hainan and making Hainan into the economic hot 
spot of southeast Asia in a short space of time. The Hainan 
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Provincial Party committee is playing close attention to 
news relevant to this and to the reaction on Taiwan, and in 
addition to strengthening the flow of information, provin- 
cial officials issued a directive on it to the Hong Kong 
Longtou Corporation (Huahai), requesting that Huahai use 
its “window” role, and thoroughly evaluate “the effective- 
ness of Lien Chan” on the trend of Taiwan investment in 
Hainan. The close attention paid by the Hainan provincial 
Party committee to Lien’s visit to Singapore includes the 
following points: 


1) The specific content of Lien and Goh’s tentative plan to 
cooperate on investment in Hainan; 


2) Singapore’s support for Taiwan to become a “dialogue 
partner” of ASEAN, and the reaction to this in the 
region; 


3) The concrete plan of the Taiwan side to “develop” 
Zhongnan Peninsula; 


4) The situation in the past when Taiwan businessmen in 
Singapore jointly invested with new countries in the 
mainiand market; 


5) What specific actions and reactions Taiwan businesses 
have had, etc. 


Overseas Organizations Work To Coordinate 
Techniques 


“Huahai” Corporation is the top organization Hainan offi- 
cials control in Hong Kong and Macao. Looking at the 
corporations’s major achievements in the eight years since 
Huahai became stationed in Hong Kong, its diversified 
management, and the overall leadership of the province's 
small and large Hong Kong-based organizations and enter- 
prises, the corporation's special advantages and position can 
clearly be seen. Businesses overseen by Huahai not only 
include trading, real estate, and financial businesses, but 
also visa brokers. 


Recently the affairs of the Huahai Corporation seem to have 
become even busier. The tentative plan for Taiwan and 
Singapore to jointly develop Hainan has brought a new 
turning point to the development of the island. The director 
of the Huahai Corporation says that in order to adapt to a 
foreign oriented economy, he welcomes potential investment 
in Hainan, tourism is riding a new high tide, and the 
Huahai-subordinate Hainan Tourism Corporation will be 
supplying a series of business tourist services convenient for 
Taiwan businesses, from plane chartering services to 
arranging complete full-service tours of Hainan, and con- 
sulting services to enhance Taiwan, and other foreign busi- 
ness investment. Huahai’s external publicity material in 
particular stresses that Hainan supplies “on ground visas” for 
travelling traders, and for Taiwan and foreign businessmen 
staying for no more than 15 days this eliminates visa hassles. 


The special environment of Hainan Island makes it conve- 
nient for the Hainan Special Economic Zone to implement 
special preferential policies for foreign businesses. It is 
understood that central authorities have given Hainan even 
greater leeway. The Yangpu Development Zone, which has 
been controversial, going from being “patriotic” to “selling 
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the country,” has entered full bore into the process of 
attracting business, and the zeal with which Hainan Prov- 
ince is seeking foreign business investment is evidenced by 
the province’s implementation of the “first approve the 
corporation, then on to the project” approach. 


Hong Kong Investor Interviewed 


94CE0329D Hong Kong CHIU-SHIH NIEN-TAI [THE 
NINETIES] in Chinese No 2, Feb 94 pp 56-58 


[Article by Shi Hua (2457 5478): “Why Invest in Hainan? 
What Is the First Choice for Investment? An Interview With 
Xiao Jixin, a Hong Kong Businessman Investing in 
Hainan} 

[Text] On 28 January, the author visited Hong Kong busi- 
nessman Xiao Jixin, who had just returned to Hong Kong 
from Hainan. He spoke about the background of the tenta- 
tive plan for Taiwan and Singapore to cooperate in the 
development of Hainan, the reaction related to news of the 
cooperative development, and the current opportunities, 
advantages, and potential choices for investment in Hainan. 


Xiao is a native of Hainan, who more than 10 years ago 
emigrated to Hong Kong, and has consistently been engaged 
with Hainan and Guangzhou-related real estate businesses. 
At present he is the Chairman of the Board of the Hong 
Kong Jinrong Industrial Corporation, Ltd, and the Hainan 
Sanya Huaya (Sino-foreign) Real Estate Development 
Corporation, Ltd. 


First Choice in Investment: Onshore Natural Gas 


According to Xiao Jixin, for the Taiwan Singapore cooper- 
ation in developing Hainan, the first choice investment 
point will be Sanya City. This is because Sanya is on 
Hainan’s southern tip, and nearby Nanshan is the onshore 
site for taping natura! gas. Because Taiwan and Singapore 
have put primacy on exploitation of Hainan’s petroleum 
resources, they must establish a base in Sanya, and construct 
various types of service-oriented logistics facilities. In addi- 
tion, Sanya is a scenic tourist vacation spot, with sunshine 
all year round, and winter temperatures that do not get 
below 17 degrees C. The sea water around Sanya is not 
polluted, and beaches have fine sand, all conditions that 
could help it become a first-class tourist vacation spot. 


Before Taiwan's Executive Yuan head Lien Chan visited 
Singapore, on December 20 of 1993, Singapore senior 
advisor Lee Kuan Yew took an airplane from the mainland 
making a special trip to Sanya, touching down at a coast- 
guard airfield near Sanya. Lee's visit to Sanya was very 
possibly the background to the subsequent Lien Chan pro- 
posal during his Singapore visit for cooperative investment 
in Hainan. 


Ruan C Holds Meeting To Arrange Welcome 
for Taiwan Investment 


Xiao Jixin also brought along from Hainan local reaction to 
Lien Chan’s proposed plan. According to Xiao, after he 
heard that Taiwan and Singapore were inclined towards 
investing in Hainan, the province’s Governor Ruan 
Chongwu immediately convened office level cadres and 
various specialized corporation presidents, and held a 
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meeting, to concretely give instructions about how to 
properly prepare for welcoming Taiwan investment. 


On 13 January, Ruan met with Taiwan reporters for an 
interview, and pointed out that at present there are excellent 
opportunities for investing in Hainan. Ruan’s remarks were 
carried on the front page of the 14 January edition of 
HAINAN RIBAO. 


In addition, it is reported that when introducing some 
companies from China’s hinterland to investment in 
Hainan, Ruan afterwards personally recommended Sanya. 


Why Sanya? In addition to the two factors described above 
(natural gas deposits and a tourist vacation spot), looking at 
the situation of Hainan as a whole, the northern city of 
Haikou naturally is the locale with the most investment 
from Taiwan and Hong Kong businessmen, but because it is 
already thriving, the investment costs are also much higher. 
Take real estate, for example: in Haikou City’s most thriving 
area it costs 6000 yuan per square meter; while because 
development is Sanya has not yet gotten underway, real 
estate prices have been kept to 2500 to 3000 yuan per square 
meter. 


As for the Yangpu Zone, to be developed by Hong Kong’s 
Xiongsu organization, because it is still in the planning 
stage, and also has no tourism resources, it will probably be 
around five years before development is likely to take off. 


Airport, Expressway Opening Mid-year 


Why has Sanya not been developed before now? Xiao Jixin 
points out that the major problem is transportation. Because 
Sanya is situated on the southern tip of Hainan, it does not 
have an airport (it only has a coast guard airport not open to 
the public), and in addition there is not highway from 
Haikou to Sanya. Many tour groups going from Haikou sit 
on a bus that reveals fantastic scenery like, but five or six 
hours are required to get to Sanya. Consequently, though 
there is a wonderful tourism environment, it is very difficult 
to attract tourists to struggle over long distances to come to 
Sanya. 


Many years ago, Hong Kong businessman Huo Yingdong at 
one point had a plan to invest in Sanya in the vicinity of 
Yalong (Dragon's Tooth) Bay. Yalong Bay is a 22 kilometer 
length bay with blue waves and fine sand, and the original 
plan could have built a vacation area on this spot, but 
because of the transportation problem, for several years no 
funds flowed in for investment. Up until last year, the plan 
had been on hold. 


This year in June an express highway from Haikou to Sanya 
will be open for traffic, and at that time it will only take over 
two hours to get to Sanya from Haikou. In addition, on | 
July of this year, the currently under construction Sanya 
Fenghuang (Phoenix) International Airport will open, and 
on that occasion, various Hong Kong and southeast Asian 
airlines will be able to fly directly into Sanya. This will 
inevitably lead to the thriving development of Sanya’s 
tourist industry. 
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Semi-Duty-Free Situation Will Foster Shopping 
Paradise 


What advantages are there to investing in Hainan? 


Since the CPC established Hainan as a province in 1988, the 
prerequisite of “open the first line, properly manage the 
second line” has been established. The so-called “opening 
the first line” involves changing the whole of Hainan Island 
into a low tariff “free island,” and departing from Hainan 
and going to China’s hinterland then requires going through 
customs procedures, and adopting so-called “proper han- 
dling” procedures. 


Central authorities have allowed Hainan a number of spe- 
cial policies. The most important of these includes: the 
importation of machinery facilities is completely duty free, 
and importing consumer goods (except tobacco and alcohol) 
is semi-duty-free. 


This condition alone is sufficient to make Hainan become a 
tourist and shopping paradise for mainlanders. Whichever 
consumer goods are able to gain semi-duty free status, 
mainlanders will come here and buy various types of things 
and bring them back, and this will offset tourism expenses. 
For this reason, after the issue of transportation has been 
solved, the running of large scale markets here should have 
bright prospects. In addition, the importation of facilities to 
produce consumer goods also should be a good business. 


When it comes to the aspect of taxing enterprise profits, 
Hainan’s special policy is to only collect 15 percent, half the 
rate for enterprises on the mainland. This ts one advantage. 


The other special policies of Hainan Province include: it 1s 
possible on Hainan to set up foreign invested banks, foreign 
investment generated hard currency profits can be freely 
taken remit abroad; land can be transferred with compen- 
sation, and can be divided up by one person and contracted 
for development; foreigners entering can get a “local visa” 
at Haikou or Sanya; Pinan has aviation rights, and can 
permit foreign airline corporations to open Hainan routes, 
and retain reciprocal flight rights. 


Nightlife Varied 


There is another advantage that is not explicitly spelled out 
in any regulations. This is the varied look and feel of 
Hainan’s nightlife. At present Taiwan businesses have 
invested in a number of entertainment businesses in 
Haikou, including bars, restaurants, discos, dance halls, 
nightclubs, karaoke bars, etc. 


Allegedly, large bars are very strict about prostitutes, but in 
discos and dance halls, there are often several hundred 
good-looking women to choose from. 


In the north there is a saying currently in fashion: “I went to 
Beijing and realized my own position was low, | went to 
Guangzhou and realized that my own wealth was small, | 
went to Haikou and realized that my body was not in good 
shape.” After hearing this sentence, one can put one’s finger 
on the situation in Haikou. 


During the development of Sanya, the future state of affairs 
will be relatively the same as for Haikou, as control is 
relatively lax. 
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What projects does Sanya have to invest in? 


Xiao notes that the hotel business is developing, and at 
present, there are more than 30 in business, more than 30 
under construction, and more than 30 that have requested 
permission to build. Of course, some of these are small, and 
he does not know of any that are genuine five star hotels. 


Businesses related to tourism, such as vacation villages, 
water amusement parks, and yacht clubs, in addition to 
bars, eateries, and nightclubs, also should do very well. 


At present, it is commonly reported that mainland tourists 
coming to Sanya are not buying things. Those “loaded” 
mainlanders come to Sanya and spend several hundred 
yuan, and afterwards go to Guangzhou and buy things, 
spending several thousands of yuan. In the wake of the 
development of the tourist industry, the opening of markets 
1s also a major investment area. 


Large Portion of Land Is in Corporate Hands 


In coming to invest in Sanya, it is of course possible to go by 
the official way, through the government foreign trade 
channels to invest. However, the system on the mainland 
still cannot avoid the trouble of bureaucratism, and exami- 
nation and approval of projects often requires a lot of time. 
For this reason, seeking cooperation with Hong Kong com- 
panies well acquainted with the situation on the mainland is 
one way to approach the issue. 


Whatever project one decides to invest in, one will run into 
land problems. It is known that at present in Sanya City 
there is a limited amount of land that is available for 
developing businesses, and in addition to the fact that the 
government strictly controls land, a major portion of the 
land 1s in the hands of corporations. For this reason, seeking 
talks with corporations holding land about transferring land 
1s also a possible shortcut. 


The tourist industry has been established as Sanya’s main- 
stay industry, the goal of which is to construct an interna- 
tional coastal tourist city. The tourist industry will bring 
along the development of other industries, which will greatly 
stimulate real estate development. 


At present, there is not much foreign investment in Sanya. 
In the wake of the construction of the express highway and 
the airport, prospects for foreign investment in Sanya are 
looking up. 


Fditorial Views Deficit Reduction 


49CE0496A Taipei CHING-CHI JIH-PAO in Chinese 
18 Apr 94 p 2 


[Editorial: “Reducing the Budget Deficit” ] 


[Text] A few days ago, the Legislative Yuan passed in three 
readings the “Regulations on the Central Government's 
Construction Bonds and State Loans,” raising the upper- 
most proportion of the outstanding balance of government 
bonds and state loans in the annual budget and special 
budget from 95 percent to 113 percent, and thereby pro- 
viding a basis for the legally correct passage of the general 
1995 fiscal vear budget bill of the central government, which 
is now being debated. As we understand, the executive 
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intends at the same time to present a law on public indebt- 
edness, to replace the current regulations on government 
bonds and state loans, to prevent further supplemental 
resolutions by the Legislative Yuan, so that the upper ceiling 
for the proportion of borrowing may not again be raised in 
the coming year, but it will on that occasion further raise the 
ceiling for indebtedness in order to increase the latitude for 
borrowing in the future. 


However, regardless of whether the government bond and 
state loan regulations will be changed or whether a separate 
law on public indebtedness will be promulgated, these kinds 
of actions can only solve the legality question of state 
borrowing, but cannot erase the financial deficit. Legisiative 
modifications may for a time, but not in the long run 
prevent the inflation of the financial deficit. Not only that, 
but allowing the financial deficit to further inflate is bound 
to incur disaster for state and society for a long period of 
time. Is this situation not cause for anxiety? 


Referring again to statistical data: At the end of fiscal year 
1989, the outstanding balance of bonds issued by the central 
government was still less than 200 billion yuan, while at that 
time the government’s surplus accumulated over the years 
was as high as over 230 billion yuan. In other words. the 
central government has had no net indebtedness at all. but 
rather a fiscal surplus, while in only five, six years not only 
was the surplus accumulated over the years completely 
wiped out, but the outstanding balance of indebtedness in 
the 1995 fiscal year budget was allowed to rise to as high as 
around 1,200 billion yuan. These specific figures are indeed 
frightening and startling by revealing the urgency and seri- 
ousness of the problem of how to balance fiscal income and 
expenditure. 


Be that as it may, the executive sector is apparently without 
power to control the expansionist trend in the government 
budget. Even though the Executive Yuan says that the scale 
of the 1995 fiscal year budget shows negative growth when 
compared with fiscal year 1994, so that the expansionist 
trend in expenditures seems to have been controlled. the 
result of this control is nothing but a presentation of 
fictitious figures. That is so because at the start of fiscal year 
1995, the Executive Yuan decided to no more include the 
transfer of capital increases of government enterprises in the 
general budget, thereby omitting 160 billion yuan from the 
budget of the said year. If that amount would be included, 
there would still be over 10 percent growth in budget 
expansion. This shows that the problem of the central 
government's increasing fiscal deficits is not a problem of 
insufficient tax revenue, but a problem of too fast a growth 
of expenditure. During the last few years, the increase in tax 
revenue has on the average been still higher than the 
economic growth rate, so that proposals for further tax 
increases to balance out the fiscal deficit will not at al! truly 
solve the problem. The only realistic way 1s to reduce public 
expenditure. 


How can public expenditure be reduced and the financial 
crisis that will follow on the continuously expanding bud- 
getary deficit be averted? The answer is very simple, let us 
just look at the many European and US. states that are 
saddled with financial deficits, then we will know. The 
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method to reduce public expenditure 1s extremely common, 
it is only that there are no tricky shortcuts to it. It requires 
paying a painful price, and that is all that is needed for 
success. The problem with it is therefore only whether there 
is strong enough determination; it is not a matter whether 
the method is or is not appropriate to the time. 


Judging by Taiwan's present condition, how much of a 
determination is necessary and how much hardship is there to 
be faced in reducing public expenditure? First, we have to 
face the social pain of government departments adopting 
zero-based budgets, cutting down and merging organizations, 
and canceling certain operations. Second, in the privatization 
of public enterprises we have to face the social pain caused by 
public enterprises no more being allowed to shift invest- 
ments, having to meet open competition in the market, and 
staff and workers having to transfer to other work places. 
Third, government should remove its controls, allowing 
civilian participation in the free development of education 
and the development of communications, and in such activ- 
ities aS investments in the information industry, in transpor- 
tation, and in public utilities, thus creating the “pain” of 
reducing investment possibilities for government depart- 
ments. Beyond that, after establishing a system of assessing 
public investment plans, we shall have to face the pain of not 
being able to voluntarily put forward further construction 
plans. Furthermore, in order to establish the system of 
intermediate-range and long-range capital budgeting, organs 
and units engaged in public investment will have to face the 
pain of having to submit in advance detailed plans by year, by 
periods, and for the whoie range of public investments, as 
they could otherwise not be included in the budget. Finally, to 
reduce the wasteful expenditure of subsidies from the central 
government to the local governments, it will also be necessary 
to establish a system of subsidies to local governments that ts 
based on law, and thereby having to face the pain of reducing 
administrative intervention by the central government in 
local governments 


All these social pains are related to the renovation of the 
governmental system. For a long time, government depart- 
ments have not been able to keep up with the economic 
progress in the private sector and have not been able to 
pursue the modernization of the system. These are in 
particular the main reasons that have created the present 
situation of inefficiency of government administration and 
inflated public expenditure. To resolve the inherent danger 
of the fiscal deficits, we therefore fervently hope that the 
authorities in charge of policy decisions will take due note, 
will also show firm determination, and by starting out with 
a reform of the system, be also able to tackle the problem of 
effectively reducing the increase in public expenditures. 


Editorial Views Market Beyond Southeast Asia 
94CE0495B Taipei CHING-CHI JIH-PAO in Chinese 
26 Apr 94 p 2 


{Editorial: “Southbound Policy and Market Expansion 
Beyond Southeast Asia” 


[Text] The most prominent characteristics in Taiwan's 
society in the past several years is that most of the major 
changes invariably start from the civilian sector which often 





JPRS-CAR-94-37 
17 June 1994 


plays the dominant role in developing the whole situation. 
The responsible department of the government either 
remains indifferent or sternly rebukes and adopts all kinds of 
measures to oppose the changes. When the whole situation 
has changed and what is done cannot be undone, the govern- 
ment department would reverse its attitude, admit the facts 
and even humbly regard such changes as an important 
government policy and a major achievement of the govern- 
ment. This 1s true about the mainland policy which affects 
Taiwan's economic future and the relations between the two 
sides of the Straits. Even a more typical example is the 
southbound policy which attracts the attention of the whole 
society. 


The southbound development of Taiwan's civilian indus- 
tries had already become more obvious even 10 years ago. 
This trend had reached a peak about six to seven years ago. 
A large number of Taiwan's export processing industries 
had suffered from the sudden deterioration of Taiwan's own 
business environment. At the same time, some Southeast 
Asian nations had readjusted their foreign policies to 
improve their investment climate in order to attract more 
foreign enterprises to establish factories there. Their wages 
were ten times cheaper than that in Taiwan. These favorable 
terms had posed an irresistible appeal to Taiwan's export 
processing industries which were suffering from labor short- 
ages and soaring labor costs. As a result, Tarwan’s medium- 
sized and small enterprises went after such a good opportu- 
nity like a flock of ducks, whipping up a high tide to make 
investments in Southeast Asia. However, during that 
period, the responsible government department was wor- 
ried. It believed that the exodus of a large number of export 
enterprises would empty out Taiwan's industries. In addi- 
tion, if these processing enterprises move their equipment, 
technology and even orders and markets to these nations 
having a lower labor cost, their action would pose a serious 
threat to those enterprises which stayed in Taiwan, and 
further destroy Taiwan's economy. Therefore. the emphasis 
of the “southbound policy” at that trme was how to prevent 
enterprises from leaving Taiwan, constrain them to make 
investments abroad and force them to leave the roots of 
their industries in Taiwan. However, reality is grim. No 
matter how much effort you exert to urge these enterprises 
to stay, most of the export processing industries which had 
constituted Taiwan's main force in exports left the island in 
a short period of a few years. Naturally more and more 
export processing enterprises have now moved from the 
south to the west and regard mainland China's southeast 
coastal areas as a more favorable location for their future 
development. 


At a time when a large number of Taiwan's businessmen 
had gradually lost their interest in Thailand, Malaysia and 
other countries, several government departments suddenly 
reversed their attitude, and began to shout aloud that they 
would adequately support and aid those who invested their 
money in Southeast Asia. Furthermore, hoisting high the 
banner of “southbound policy”. the president visited Indo- 
nesia, Thailand and Philippines io carry out his vacation 
diplomacy during the Spring Festival this year. For a short 
time, the cry to go south was louder than ever before, and 
became the focal point of the nation’s policy. 
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Nevertheless, when this southbound banner was hoisted 
high, the total investments of Taiwan’s businessmen had 
decreased. Moreover, problems had cropped up in those 
countries to which the government encouraged Taiwan’s 
businesses to invest. Anti-Chinese riots suddenly broke out 
recently in Indonesia with a population of 200 million 
which has always regarded itself as the leader of the Asso- 
ciation of Southeast Asian Nations. Even now, riots have 
not been completely controlled. Such riots pose a direct 
threat to the Taiwan investors’ lives and properties. As a 
result, their investment enthusiasm, which is not so warm to 
begin with, would certainly cool off. Recently Taiwan's 
businessmen had diverted their attention to Vietnam where 
the wage scale remains extremely low and efficiency is the 
highest in the Communist community in changing its eco- 
nomic structure. However, since the United States lifted its 
embargo to Vietnam in February this year, Vietnam has 
become a new focal point of the major U.S., Japanese and 
European enterprises. The kind of predominance enjoyed 
by Taiwan's businesses in Vietnam no longer exists. The 
price of land in Vietnam is increasing, and there are 
gradually less preferential treatments given to foreign inves- 
tors. The terms of making investments there are far less 
favorable than before. This is another typical example of a 
situation whereas this good prospect is like the evening glow 
of the setting sun even if there is full support from the 
government. 


Perhaps. there is no need for us to worry about the changes 
in Taiwan's southbound policy. On the contrary, they may 
provide us with an opportunity to expand our market 
beyond Southeast Asia. In despite of the adverse situation in 
countries which are the targets of our southbound policy 
such as Thailand, Malaysia, Indonesia and Vietnam, South 
Asia will undoubtedly remain the area where it is full of 
vitality in today’s world. It will definitely be an action of 
passivity and self-immolation, if we cannot join the other 
nations in taking the full advantage of the sign of vitality in 
South Asia. Southbound market expansion ts a task that we 
must work hard to fulfill. However, we must not restrict our 
activities to a designated area or sphere, and limit ourselves 
to the aforementioned several nations. The brightest star in 
South Asia today 1s India which has a population as large as 
800 million. It already has a fine market, a sound legal and 
democratic system, an abundant supply of cheap, English- 
speaking labor and a favorable geographical position 
between Europe and Asia. India has adopted the policy of 
improving the investment climate and opening to the out- 
side world since last year. This policy has indeed created a 
fine condition for India to develop itself. It is also one of our 
southbound targets which must not neglect. 


We must not restrict ourselves to the several target nations, 
when we study our southbound policy. In fact, we should 
not limit ourselves to expanding our market southward. 
Because our southbound policy, on the surface, can be used 
for the economic benefits of our enterprises and as diplo- 
matic bargaining chips of our government. However, its true 
meaning is to not only help more developing nations 
develop their export processing industries with which they 
may increase their purchasing power and promote the 
world’s economic prosperity, but also make use of the chain 
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effect of the upper-stream and downstream industries to 
expand the sales of Taiwan's products and services and 
promote its economic development. As far as this purpose is 
concerned, the gradual changes for the worse in Thailand, 
Malaysia and Vietnam indicate that the aforementioned 
task has been basically fulfilled. We should now divert our 
financial resources and manpower to other backward 
nations which badly need development. We must not 
restrict ourselves to South Asia only. Our banner should 
spread out in the south, the west, the north and the east and 
in any area with a great potential for future development, 
which awaits our assistance. This is the major stride that we 
should make. 


First Quarter Economic Indicators ‘Unclear’ 


94CE0495A Taipei CHING-CHI JIH-PAO in Chinese 
24 Apr 94 p 2 


[Report by Chang Hai-lin (1728 3189 3829): “Government 
To Find Out Crux of Strange Economic Situation—Mixed 
First Quarter Economic Indicators Reflect Unclear Eco- 
nomic Situation™} 


[Text] During the first quarter of 1994, the various eco- 
nomic indices were mixed. The growth of exports slowed 
down, but industrial production was up. The gap between 
revenues and expenditures 1s inconsistent with the situation 
in trading, and the economic situation is unclear. Hsueh 
Chi, deputy director of the Council for Economic Planning 
and Development, Executive Yuan, described the current 
economic situation as “strange and changeable” on 22 
April. He decided to invite the Central Bank of China. the 
Ministry of Economic Affairs and the Ministry of Finance 
to join their efforts in finding the crux. 


Hsueh Chi pointed out first that our exports in the first 
quarter this year only rose 0.4 percent over 1993, and we 
rank at the bottom of the four small dragons in Asia. “The 
global economy is gradually reviving, but our country shows 
little momentum. It is unusual,” he added. 


Hsueh Chi said that the current economic situation in our 
country is extremely strange and changeable. No one 1s able to 
make head or tail of it. For example, the growth rate of 
exports for the first quarter of this year not only failed to 
exceed that of the same period last year, it actually dropped a 
great deal, and fell far below the 4.63 percent estimated by the 
Directorate-General of Budget, Accounting and Statistics. 


Second, the annual growth rate of export orders during the 
fourth quarter of 1993 amounted to 4.9 percent. Although it 
was not very high, it often indicates the exports for the first 
quarter of this year. It should not be as low as 0.4 percent. 
Hsueh Chi said that the reason as to why there are more 
merchandise ordered than that actually exported 1s perhaps 
because of the situation whereas orders are placed to 
Taiwan, while merchandise is shipped out from a third 
country. Nevertheless, we will have to verify what actually 
happened. 


Third, the exports growth rate during the first quarter of 
1994 is the lowest one since the third quarter of 1990, but 
the industrial production index is the highest since 1992. If 
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there are less demands abroad, how can we still maintain a 
high growth rate in industrial production? Both the Ministry 
of Economic Affairs and the Council for Economic Planning 
and Development simply do not understand. 


The fourth question raised by Hsueh Chi ts that the export 
orders for textile products received in March this year rose 
nearly 2( percent as compared with those in February. 
Since the textile industry in which a great many factories 
had already moved out of the country can still receive 
more orders, why are other industries in our country less 
competitive? 


Li Kao-chao, Director of the Economic Research Depart- 
ment of the Council for Economic Planning and Develop- 
ment, also pointed out a strange phenomenon. That is, there 
was no loss of momentum in exports in last March, but 
exports in March this year showed a decline of 5.2 percent as 
compared with the same period in last year. 


In addition, there 1s a big gap between the favorable balance 
of foreign exchange earnings and outlays and the favorable 
balance of customs imports and exports. The Central Bank 
of China fails to understand this. Right now, it 1s checking to 
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see if it is because of the interference from other cash 
outflowing channels, which creates the gap between total 
volume of export orders and the growth rate of exports. 


In face of the unclear situation in trading at present. the 
Council for Economic Planning and Development will hold 
a consultation committee meeting next week and invite 
scholars to discuss the “current situation in trading and 
outlook.” Hsueh Chi hoped that all economic research 
departments of the Central Bank of China, the Ministry of 
Finance, the Ministry of Economic Affairs and the Direc- 
torate-General of Budget, Accounting and Statistics would 
vie with one another to find out the cause of disease in the 
current economic situation. Right now, the Directorate- 
General of Budget, Accounting and Statrstics and the Min- 
istry of Economic Affairs are studying and analyzing the 
situation. 


Hsueh Chi pointed out: It may not be difficult to find the 
problem in our current economic situation. It 1s possible 
that minor issues which had been ignored in the past have 
become today’s big problems. 
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